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OPINION 
34-13139 MIDLAND SECURITIES CORPORA- 
TION, et al. 

Where registered broker-dealer 
failed to deposit proceeds of offerings 
in escrow accounts in compliance with 
applicable requirements and repre- 
sentations in offering circulars, and 
failed to comply with reporting, net 
capital and credit extension obliga- 
tions; and where persons associated 
with registrant failed to take reasona- 
ble steps to conform registrant's prac- 
tices to the credit extension require- 
ments and wilfully aided and abetted 
the other violations, he/d, in the public 
interest to revoke registrant's broker- 
dealer registration, to bar associated 
persons involved in escrow violations 
from association with any broker- 
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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 5794/January 4, 1977 


Admin. Proc. File No. 3-4645 

In the Matter of 

THE BRITISH PETROLEUM COMPANY LIMITED 

620 Fifth Avenue 

New York, New York 

(2-52263 and 2-52637) 

ORDER DISCONTINUING PROCEEDINGS 

The request for confidential treatment that led to the initiation 
of this proceeding having been withdrawn, it is on motion of 


the Commission's Division of Corporation Finance; 


ORDERED that this proceeding'be, and it hereby is, discon- 
tinued. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13117/December 29, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PACIFIC STOCK EXCHANGE, INC. 


File No. SR-PSE-76-39 


The Pacific Stock Exchange, !nc. (“PSE”) submitted on 
December 22, 1976 a proposed rule change under Rule 19b- 
4 to provide for the expansion of the PSE Board from thirteen 
members to fifteen members. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 3, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
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21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Secuti- 
ties and Exchange Commission, 500 North Capito! Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-PSE-76-39. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13118/December 29, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-76-32 


The American Stock Exchange, Inc. (“Amex”) submitted on 
December 20, 1976 a proposed rule change under Rule 19b- 
4 to enable the Board or any of its committees to take action 
between regularly scheduled meetings without the necessity 
of calling a special meeting where unanimity is available 
among Board or committee members. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 3, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-Amex-76-32. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
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the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13119/December 29, 1976 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE CHICAGO BOARD OPTIONS EXCHANGE, INCORPO- 
RATED 


File No. SR-CBOE-76-25 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on December 17, 1976 a proposed rule 
change under Rule 19b-4 to amend several sections of its 
Rule 17 concerning disciplinary jurisdiction and procedures. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 3, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-CBOE-76-25. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13120/December 29, 1976 


The Securities and Exchange Commission has issued no- 
tices giving interested persons until January 1 to request a 
hearing on applications of the following stock exchanges for 
unlisted trading privileges in the specified securities of the 
following companies: 


Philadelphia Stock Exchange, Inc.—Sabine Royalty 
Corp. (common stock, no par value). 


Midwest Stock Exchange—Kubota, Ltd. (American 
Depositary Receipt Shares each representing 20 
shares of dollar validated common stock, 50 Yen par 
value) 


Boston Stock Exchange—Big Three Industries, Inc. 
(capital stock—$2.50 par value); Hannaford Bros. 
Co. (common stock—$0.75 par value); Kubota, Ltd. 
(American Depositary Receipt Shares each repre- 
senting 20 shares of dollar validated common stock, 
50 Yen par value); New England Nuclear Corp. 
(common stock—$1.00 par value); Pioneer Electric 
Corp. (American Depositary Receipt Shares each 
share of common stock—50 Yen par value); and 
Wang Laboratories, Inc. (Class B common stock— 
$0.50 par value). 


The Securities and Exchange Commission has also issued a 
notice giving interested persons until January 6 to request a 
hearing on an application of the Midwest Stock Exchange, 
Inc. for unlisted trading privileges in the American Depositary 
Receipt Shares each representing 2 shares of common 
stock—50 Yen par value of Pioneer Electric Corporation. 


The Securities and Exchange Commission has also issued 
two more notices giving interested persons until January 7 to 
request a hearing on applications of the Midwest Stock 
Exchange, Inc. for unlisted trading privileges in the common 
stock of United Energy Resources, Inc. and Corning Glass 
Works. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13121/December 29, 1976 


The Securities and Exchange Commission has issued orders 
pursuant to Section 12(d) of the Securities Exchange Act of 
1934 granting the applications of the following companies to 
list the specified securities on the following stock exchanges: 


American Stock Exchange, Inc.—Foodways National, 
Inc., common stock, par value $.25 par value (effec- 
tive as of December 6, 1976) 
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New York Stock Exchange, Inc.—New England Gas 
and Electric Association, 9.80% cumulative preferred 
shares, Series D, $100 par value (effective as of 
December 6, 1976). 


The Securities and Exchange Commission has also an- 
nounced that the specified securities of the following compa- 
nies have become listed on the following exchanges: 


New York Stock Exchange, Inc.—Texas Eastern Cor- 
poration, common stock, $3.50 par value (effective 
as of December 19, 1976); Republic of Austria 
(Guarantor) (Osterreichische Kontrollbank Aktienge- 
sellschaft), 8% Guaranteed notes, due October 1, 
1981 (effective as of December 15, 1976); and 
Knight Ridder Newspapers, Inc., common stock, 
8'/3% par value (effective as of December 18, 1976). 


Philadelphia Stock Exchange—Texas Eastern Corp., 
common stock, $3.50 par value (effective as of 
October 29, 1976). 


Pacific Coast Stock Exchange—Texas Eastern Corp., 
common stock, $3.50 par value (effective as of 
October 15, 1976). 


Midwest Stock Exchange—Texas Eastern Corp., 
common stock, $3.50 par value (effective as of 
October 13, 1976). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13122/December 30, 1976 


Administrative Proceeding File No. 3-5123 
In the Matter of 

PHILIPSBORN, INCORPORATED 
Application pursuant to Section 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until January 10, 1977 to 
request a hearing on an application by Philipsborn, Incorpo- 
rated (“Applicant”), a wholly owned subsidiary of Philout Inc. 
(“Philot’), pursuant to Section 12(h) of the Securities Ex- 
change Act of 1934 (“1934 Act”) for an order exempting 
Applicant from the reporting requirements of Section 13 of 
that Act insofar as it relates to the Applicant’s annual report 
on Form 10-K for its fiscal year ending July 31, 1976 and a 


quarterly report on Form 10-Q for the quarter ending October 
31, 1976. 


Applicant's common stock had been traded in the over-the- 
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counter market prior to its merger with Philout on July 29, 
1976. Applicant's registration pursuant to Section 12(g) of the 
1934 Act was terminated on November 4, 1976; its duty to 
report under Section 15(d) of that Act has been automatically 
suspended because it had less than 300 shareholders at the 
beginning of its July 31, 1977 fiscal year. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13123/December 30, 1976 


Administrative Proceeding File No. 3-5113 


In the Matter of 


MONSANTO INTERNATIONAL FINANCE COMPANY 
(81-231) 


ORDER GRANTING APPLICATION PURSUANT TO SEC- 
TION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Monsanto !nternational Fi- 
nance Company (“Applicant”), a Delaware corporation, pur- 
suant to Section 12(h) of the Securities Exchange Act of 
1934, as amended (the “1934 Act’), for an exemption from 
the provisions of Section 13 of the 1934 Act. 


It appears to the Commission that the requested exemption is 
not inconsistent with the public interest and the protection of 
investors in view of the fact that (a) none of the securities of 
the Applicant (other than debt securities) are held by any 
person other than Monsanto Company, (b) the Debentures 
are unconditionally guaranteed by Monsanto Company, mak- 
ing the 1934 Act Reports of Monsanto Company, and not 
those of Applicant, those in which reasonable investors would 
be primarily interested, and (c) Applicant has undertaken to 
report on Form 8-K any event occurring which would affect 
the rights of the Debentureholders and any material change 
in the trading activity in the Debentures from the activity 
recited in the application presently on file with the Commis- 
sion. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13124/December 30, 1976 


Admin. Proc. File No. 3-5060 


In the Matter of 


























WILLIAM N. LEVY 
Landmark One Apts. 
Cherry Hill, New Jersey 


NOTICE OF PERMANENT DISQUALIFICATION FROM AP- 
PEARANCE OR PRACTICE BEFORE THE COMMISSION 


On August 4, 1976, the Commission entered an order, 
pursuant to Rule 2(e)(3)(i) of its Rules of Practice, temporarily 
suspending William N. Levy, an attorney, from appearing or 
practicing before the Commission. The order was based on 
the fact that Levy had been permanently enjoined by the 
United States District Court for the Southern District of New 
York, in a suit brought by the Commission,’ from violating 
Sections 5(a), 5(c) and 17(a) of the Securities Act, Section 
10(b) of the Securities Exchange Act, and Rule 10b-5 there- 
under. Levy consented to the injunction without admitting or 
denying the allegations in the Commission's complaint, but 
he admitted those facts found by the District Court on the 
Commission's motion for a preliminary injunction and affirmed 
by the Court of Appeals for the Second Circuit.? 


The District Court found that Levy participated in the issuance 
of fraudulent press releases and letters to shareholders in 
violation of the antifraud provisions of the federal securities 
laws cited above and that he was instrumental in the issu- 
ance and delivery of a large block of unregistered stock of 
Management Dynamics, Inc., in violation of the registration 
provisions of the federal securities laws also cited above. 


Rule 2(e)(3)(ii) of the Commission’s Rules of Practice pro- 
vides that any person temporarily suspended in accordance 
with paragraph (i) may, within 30 days after service upon him 
of the order of temporary suspension, petition the Commis- 
sion to lift such suspension, but that if no petition has been 
received by the Commission within 30 days after service, the 
suspension shall become permanent. After receipt of the 
order of temporary suspension and after the 30 day period 
had expired, the Commission granted a request for leave, 
until October 15, 1976, to file a petition to lift the suspension. 
No such petition to lift the suspension has been received by 
the Commission. 


Accordingly, the temporary suspension of William N. Levy 
has become permanent and he is disqualified from appearing 
or practicing before the Commission. 


George A. Fitzsimmons 
Secretary 





1S.E.C. v. Management Dynamics, Inc., et al., 73 Civ. 
2642. 


2 S.E.C. v. Management Dynamics, Inc., 515 F.2d 801 (C.A. 
2, 1975). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13125/December 30, 1976 


Uniform Net Capital Rule 


The Commission today announced the adoption, effective 
immediately, of amendments to Rule 15c3-1 [17 CFR 
240.15c3-1] (“section 240.15c3-1”) under the Securities Ex- 
change Act of 1934 (“the Act”), the uniform net capital rule. 
The amendments are intended to clarify the capital treatment 
of short term commercial paper not eligible for the reduced 
haircuts specified by section 240.15c3-1(c)(2)(vi)(E) or for 
which there is no ready market. 


The Commission also propounded for public comment certain 
questions designed to elicit the views of interested members 
of the public concerning whether and in what respects it is 
appropriate to modify or supplement the so-called “two 
ratings” requirement of section 240.15c3-1(c)(2)(vi)(E). In 
order to preserve the existing capital treatment of short term 
commercial paper throughout this public comment period, the 
Commission also adopted an amendment effecting a quali- 
fied suspension, effective January 1, 1977 and until April 1, 
1977, of section 240.15c3-1(c)(2)(vi)(E). 


Introduction 


Section 15(c)(3) of the Act directs the Commission, inter alia, 
to establish minimum financial responsibility requirements for 
all brokers and dealers. On June 26, 1975, the Commission 
adopted’ amendments to section 240.15c3-1 constituting a 
uniform net capital rule applicable to substaniially all brokers 
and dealers, thus implementing this congressional directive. 


For purposes of determining compliance with the Commis- 
sion’s minimum net capital requirements, section 240.15c3- 
1(c)(2) defines “net capital” as the net worth of a broker or 
dealer, adjusted in accordance with the several additions to 
and deductions from net worth enumerated therein. in this 
connection, section 240.15c3-1(c)(2)(vi) prescribes certain 
deductions from the current market value of securities carried 
in the accounts of a broker or dealer, known as “haircuts,” 
which are intended to enable net capital computations to 
reflect the market risk inherent in the positioning of the 
particular types of securities enumerated in paragraphs 
(c)(2)(vi)(A) through (c)(2)(vi)(l) of that section. In this connec- 
tion, pursuant to section 240.15c3-1(c)(2)(vi)(E), short term 
commercial paper? which bears a fixed rate of interest or 
which is sold at a discount, and which is ranked in one of the 
three highest rating categories by at least two nationally 
recognized statistical rating services, receives haircuts gradu- 
ating proportionately with time to maturity to a maximum of 3/s 
of 1%. Section 240.15c3-1(c)(2)(vi)(J) applies substantially 
higher haircuts to securities not within the ambit of preceding 
paragraphs of section 240.15c3-1(c)(2)(vi). An analogous 
provision, section 240.15c3-1(f}(3)(ii), accomplishes the same 
result in the case of securities in the accounts of brokers and 
dealers operating under the alternative net capital require- 
ment. 
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The “Two Ratings” Standard 


The “two ratings” criterion applicable to commercial paper 
evolved through the series of public exposures of a proposed 
uniform net capital rule which took place during 1972-74. 
During this time, the Commission considered various means, 
including the work of the rating services, of distinguishing for 
haircut purposes the less volatile and more readily market- 
able issues of the more creditworthy commercial paper 
issuers.? Eventually, the Commission concluded that the 
most appropriate available means to that end seemed to be a 
standard based upon commercial paper ratings. Recent 
experiences, however, indicated that it would be appropriate 
in the public interest that such a standard rely upon more 
than one such rating.4 The Commission, therefore, incorpo- 
rated a two ratings standard into section 240.15c3- 
1(c)(2)(vi)(E) as adopted. 


Although the uniform net capital rule was adopted on June 
26, 1975,5 the effective date of the rule’s computational 
provisions, including section 240. 15c3-1(c)(2)(vi)(E), was 
delayed until January 1, 1976, in order to provide brokers and 
dealers with a period of familiarization and adjustment to the 
rule’s numerous innovations. This afforded issuers of com- 
mercial paper six months in which to secure the necessary 
second rating. 


During this transitional period it became apparent that, de- 
spite good faith efforts to comply, many commercial paper 
issuers would experience difficulty in acquiring the requisite 
second rating by the end of calendar 1975. Consequently, 
brokers and dealers conducting a substantial commercial 
paper business would be unable to apply the reduce haircuts 
specified by section 240.15c3-1(c)(2)(vi)(E) to substantial 
numbers of highly (but singly) rated issues. In these circum- 
stances, the Commission's staff on several occasions as- 
sumed no-action positions which permit brokers and dealers, 
until January 1, 1977, to apply the section 240.15c3- 
1(c)(2)(vi)(E) haircuts to singly rated issues. These no-action 
positions generally require that the commercial paper in 
question be rated in one of the three highest categories by 
one nationally recognized statistical rating service, and (in 
most cases) require further that another such rating service 
has issued a rating of specified quality on certain varieties of 
long term debt of the same issuer, or of an affiliate of the 
issuer whose credit directly or indirectly supports the com- 
mercial paper in question. 


More recently, certain interested members of the public have 
suggested that it may be appropriate for the Commission to 
reevaluate its conclusion that the two ratings requirement is 
necessary.® 


The Commission has determined that it is appropriate to 
invite the views of all interested members of the public 
concerning whether there is merit in the contention that it is 
appropriate in the public interest and for the protection of 
investors that section 240.15c3-1(c)(2)(vi)(E) be revised to 
modify or supplement that provision’s two ratings standard. 


1354/SEC DOCKET 


As we noted above, since the end of calendar 1975, brokers 
and deaiers effecting transactions in short term commercial 
paper have been operating under a series of staff no-action 
positions intended to provide issuers whose commercial 
paper these firms carry sufficient time to secure the two 
ratings required by section 240.15c3-1(c)(2)(vi)(E). These no- 
action positions, which uniformly expire at the close of 
calendar 1976, all condition availability of the reduced section 
240.15c3-1(c)(2)(vi)(E) haircuts upon or among other things, 
one rating in the three highest categories from a nationally 
recognized statistical rating service. 


It appears appropriate to permit all brokers and dealers 
effecting transactions in short term commercial paper to 
participate in the forthcoming public comment process without 
being required to alter, at the close of this calendar year, the 
capital treatment of their positions in such instruments. Ac- 
cordingly, the Commission has determined that it is neces- 
sary and appropriate in the public interest amend section 
240.15c3-1(c)(2)(vi)(B) so as to suspend its provisions to the 
extent that they would foreclose application of the haircuts 
specified therein to positions in short term commercial paper 
bearing one rating in the three highest categories from a 
nationally recognized statistical rating service. The text of this 
amendmeni appears later in this release. 


Technical Amendments to Section 240.15c3-1 


The Commission has determined that it is appropriate to 
utilize this opportunity to clarify certain aspects of the capital 
treatment of positions in short term commercial paper pres- 
ently prescribed by section 240.15c3-1, in order to preclude 
possible misconstructions thereof by members of the public 
during the forthcoming public comment process. 


It may be arguable that short term commercial paper not 
eligible for the reduced section 240.15c¢3-1(c)(2)(vi)(E) hair- 
cuts should be treated as an unsecured loan or receivable 
pursuant to section 240.15c3-1(c)(2)(iv)(B) or (E).” This rea- 
soning, which would result in a charge against net worth 
equal to the entire principal amount of such commercial 
paper (plus the amount of any interest accruing thereon, 
pursuant to section 240.15c3-1(c)(2)(iv)(C)), does not com- 
port with the Commission's intent respecting marketable short 
term commercial paper. Accordingly, the Commission has 
determined to adopt an amendment to section 240.15c3- 
1(c)(2)(vi)(J) clarifying that marketable short term commercial 
paper not within the present contours of section 240.15c3- 
1(c)(2)(vi)(E) should receive the haircuts prescribed by sec- 
tion 240.15c3-1(c)(2)(vi)(J). A conforming amendment to sec- 
tion 240.15c3-1(c)(2)(viil) makes it clear that the marketability 
criteria applied by section 240.15c3-1 to “securities” apply as 
well to short term commercial paper. 


Statutory Basis and Competitive Considerations 
Pursuant to the Securities Exchange Act of 1934, and 


particularly Sections 15(c)(3) and 23(a) thereof, 15 U.S.C. 
§§ 780(c)(3), 78w(a), the Commission amends section 

















ead 





240.15c3-1 in Part 240 of Chapter Il of Title 17 of the Code of 
Federal Regulations in the manner set forth below. The 
Commission finds that any burden imposed upon competition 
by these actions is necessary and appropriate in furtherance 
of the purposes of the Act, and particularly to implement the 
Commission's continuing mandate under Section 15(c)(3) 
thereof, 15 U.S.C. § 780(c)(3), to provide minimum safe- 
guards with respect to the financial responsibility of brokers 
and dealers. 


Public Procedure and Effective Date 


Inasmuch as the amendments to section 240.15c3- 
1(c)(2)(vi)(J), (c)(2)(vii) & (f)(3)(ii) set forth below serve merely 
to clarify certain aspects of the capital treatment of short term 
commercial paper, and involve no alteration in financial 
responsibility requirements for brokers and dealers, the Com- 
mission finds, pursuant to 5 U.S.C. § 553(b)(3)(B) (1970), 
that notice and public procedure respecting these amend- 
ments is unnecessary to the public interest. Inasmuch as it is 
consistent with the public interest that section 240.15c3-1 not 
present a potential ambiguity to brokers and dealers, the 
Commission finds good cause, within the meaning of 5 
U.S.C. § 553(d)(3), why these amendments should become 
effective immediately upon their adoption. 


The amendment to section 240.15c3-1(c)(2)(vi)(E) must be- 
come effective on January 1, 1977, if the temporary qualified 
suspension it effects is to achieve its purpose of maintaining 
the presently applicable capital treatment of short term com- 
mercial paper, which treatment otherwise expires on that 
date. The Commission therefore finds that notice and public 
procedure respecting such amendment would be contrary to 
the public interest within the meaning of 5 U.S.C. 
§ 553(b)(3)(B) (1970). Furthermore, such amendment consti- 
tutes a substantive rule relieving a restriction within the 
meaning of 5 U.S.C. § 553(d)(1) (1970); therefore, publication 
thereof need not be made not less than thirty days before its 
effective date. 


Request for Comments 


All interested persons are invited to submit, in triplicate, their 
written views and comments addressed to the following 
questions: 


1. Are there uniform criteria which could be used to 
identify high quality commercial paper? 


2. What use does the marketplace for short term 
commercial paper of high quality make of the credit 
rating or ratings borne by long term secured or unse- 
cured debt of an issuer in determining the advisability 
of dealing in short term commercial paper of that 
issuer? 


3. In lieu of one or both of the two ratings presently 
required, what other criteria could be employed to 
judge the marketability of short term commercial! paper 


of high quality? 


4. Would it be appropriate to establish a range of short 
term commercial paper haircuts lying between the 
percentage levels contemplated by the present sec- 
tions 240.15c3-1(c)(2)(vi)(E) and 240.15c3- 
1(c)(2)(vi)(J)? If so, in what circumstances would it be 
appropriate to apply such an intermediate range of 
haircuts to positions in short term commercial paper? 
What would be the appropriate percentage levels of 
such an intermediate range of haircuts? 


Ail communications should be addressed to George A. 
Fitzsimmons, Secretary, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D. C. 20549, no 
later than February 15, 1977. Reference should be made to 
File No. S7-609. All comments received will be available for 
public inspection. 


Text of Amendments 
The amendments to section 240.15c3-1 are as follows: 


§ 240-15c3-1 Net capital requirements for brokers or dealers. 
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(E) Commercial Paper, Bankers Acceptances and Certifi- 
cates of Deposit. In the case of any short term promissory 
note or evidence of indebtedness which has a fixed rate of 
interest or is sold at a discount, and which has a maturity 
date at date of issuance not exceeding nine months exclusive 
of days of grace, or any renewal thereof, the maturity of 
which is likewise limited and is rated in one of the three 
highest categories by at least two of the nationaliy recognized 
Statistical rating organizations (provided, that effective Janu- 
ary 1, 1977, and until April 1, 1977, this paragraph shall be 
deemed to require only one such rating), or in the case of any 
negotiable certificates of deposit or bankers acceptance or 
similar type of instrument issued or guaranteed by any bank 
as defined in Section 3(a)(6) of the Securities Exchange Act 
of 1934, the applicable percentage of the market value of the 
greater of the long or short position in each of the categories 
specified below are: 


(1) less than 30 days to maturity—O0% 
(2) 30 days but less than 91 days to maturity '/s of 1% 
(3) 91 days but less than 181 days to maturity '/s of 1% 


(4) 181 days but less than 271 days to maturity 3/s of 


1% 
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(5) 271 days but less than 1 year to maturity '/2 of 1%; 
and 


(6) with respect to any negotiable certificate of deposit 
or bankers acceptance or similar type of instrument 
issued or guaranteed by any bank, as defined above, 
having 1 year or more to maturity, the deduction shall 
be on the greater of the long or short position and shall 
be the same percentage as that prescribed in subdivi- 
sion (c)(2)(vi)(A) above. 


* 4 ¢@ & *& 


(J) All Other Securities. In the case of all securities or 
evidence of indebtedness, except those described in Appen- 
dix (A), 17 CFR 240.15c3-1a and where appropriate, para- 
graph (f) of this section, which are not included in any of the 
percentage categories enumerated in subdivisions (A)-(I) 
above or (K)(ii) below, the deduction shall be 30 percent of 
the market value of the greater of the long or short positions 
and to the extent the market value of the lesser of the long or 
short position exceeds 25 percent of the market value of the 
greater of the long or short position, there shall be a 
percentage deduction on such excess equal to 15 percent of 
the market value of such excess. Provided, that no deduction 
need be made in the case of (7) a security which is 
convertible into or exchangeable for other securities within a 
period of 90 days, subject to no conditions other than the 
payment of money, and the other securities into which such 
security is convertible or for which it is exchangeable, are 
short in the accounts of such broker or dealer or (2) a security 
which has been called for redemption and which is redeem- 
able within 90 days. 


(vil) Non-Marketable Securities. Deducting 100 percent of 
the carrying value in the case of securities or evidence of 
indebtedness in the proprietary or other accounts of the 
broker or dealer, for which there is no ready market, as 
defined in subparagraph (c)(11) of this section, and securi- 
ties, in the proprietary or other accounts of the broker or 
dealer, which cannot be publicly offered or sold because of 
statutory, regulatory or contractual arrangements or other 
restrictions. 


* * ee & 


(hI) * * 
(3) S © 


(ii) Other Securities. In the case of all securities or evidence 
of indebtedness, except as provided in Appendix (A), 17 CFR 
240.15c3-1a, which are not included in any of the percentage 
categories specifically enumerated in subdivisions (A)-(H) or 
(K)(i/) of subparagraph (c)(2)(vi) of this section, the deduction 
shall be 15 percent of the market value of the long positions. 
To the extent the market value of short positions exceeds 25 
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percent of the market value of long positions, there shall be a 
percentage deduction equal to 30 percent of the market value 
of such excess. Provided, that no deduction need be made in 
the case of (A) a security which is convertible into or 
exchangeable for other securities within a period of 90 days, 
subject to no conditions other than the payment of money, 
and the other securities into which such security is convertible 
or for which it is exchangeable are short in the account of 
such broker or dealer or (B) a security which has been called 
for redemption and which is redeemable within 90 days. 
Provided further, that at the option of the broker or dealer, 
securities described in subdivision (c)(2)(vi)(l) of this section 
may be included in the computation of the deductions under 
this subdivision (f)(3)(ii) if a lesser deduction would result. 


«2. 2. 88 


By the Commission. 


George A. Fitzsimmons 
Secretary 





1 Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 16, 1975). 


2 For purposes of § 240.15c3-1, commercial paper is “short 
term’ if it has a scheduled maturity at date of issue not 
exceeding nine months, exclusive of days of grace or any 
renewal thereof the maturity of which is likewise limited. See 
§ 240.15c3-1(c)(2)(vi)(E). Such commercial paper is excluded 
from the statutory definition of “security” found in § 3(a)(10) 
of the Act, 15 U.S.C. § 78c(1)(10) (1970). 


3 See Securities Exchange Act Release No. 11094 (Nov. 11, 
1974), 39 FR 41540 (Nov. 29, 1974) (proposed § 240.15c3- 
1(c)(2)(F)(v)); Securities Exchange Act Release No. 10525 
(Nov. 29, 1973), 38 FR 34331 (Dec. 13, 1973) (proposed 
§ 240.15c3-1(c)(2)(D)(vii)); Securities Exchange Act Release 
No. 9891 (Dec. 5, 1972), 38 FR 56 (Jan. 3, 1973) (proposed 
§ 240.15c3-1(c)(2)(C)(iv)). 


4 See SEC, The Financial Collapse of the Penn Central 
Company—Staff Report of the Securities and Exchange 
Commission to the Special Subcommittee on Investigations 
293 (1972); cf. id. at 292-302. See also SEC v. Coffey, 493 
F.2d 1304 (6th Cir. 1974), cert. denied, 420 U.S. 908 (1975): 
In re Four Seasons Nursing Centers of America, Inc., 329 
F. Supp. 647 (W.D. Okla. 1971), aff'd sub nom. Ohio v. Four 
Seasons Nursing Centers of America, Inc., 465 F.2d 25 
(10th Cir. 1972). 


5 Securities Exchange Act Release No. 11497 (June 26, 
1975), 40 FR 29795 (July 16, 1975). 


Sin this connection, it has been suggested that the two 
ratings requirement would impose an undue regulatory bur- 
den upon commercial paper dealers subject to § 240.15c3-1 
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to the extent that there existed in the commercial paper 
marketplace persons conducting a business in commercial 
paper, but not subject to § 240.15c3-1 (and therefore able to 
deal in commercial paper not rated in accordance with 
§ 240.15c3-1(c)(2)(vi)(E) without regulatory restraint and to 
the extent the standards of the marketplace would permit). 


7 See note 2 supra. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13126/December 30, 1976 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 


(SR-AMEX-76-27) 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE, INC. AND ORDER 
APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities Exchange Act 
of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act”), as amended by 
Pub. L. No. 94-29, § 16 (June 4, 1975) notice is hereby given 
that on December 8, 1976, the American Stock Exchange 
filed with the Commission copies of a proposed rule change. 
The proposed rule change would modify the Exchange’s 
Rules 462 and 940 relating to margin requirements. 


Publication of notice of the proposed rule change is expected 
to be made in the Federal Register during the week of 
January 3, 1977. Interested persons are invited to submit 
written data, views and arguments concerning the proposed 
rule change. Persons desiring to make written submissions 
should file, not later than twenty-one days after publication, 
six copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Reference should be made 
to File No. SR-AMEX-76-27. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and in particular, the requirements of Section 6, and 
the rules and regulations thereunder. 


Further, the Commission finds good cause for approving the 
proposed:rule change prior to the thirtieth day after the date 
of publication of notice of filing thereof. Approval of the 
proposed rule change at this time is necessary and appropri- 
ate to enable the Exchange’s ruies to accommodate revisions 
to the Commission's financial responsibility requirements 


pertaining to transactions in options, which become effective 
on January 1, 1977. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change referenced above 
be, and it hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13127/January 3, 1977 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE MIDWEST SECURITIES TRUST COM- 
PANY (File No. SR-MSTC-76-12) 


The Midwest Securities Trust Company (“MSTC”) submitted 
on December 13, 1976 a proposed rule change, pursuant to 
Section 19(b)(3) of the Act and Rule 19b-4 thereunder, 
revising its fee schedule to include charges for the processing 
of Third Party Depository Delivery Instructions and Third 
Party Miscellaneous Delivery Orders. 


The foregoing rule change has become effective pursuant to 
Section 19(b)(3) of the Securities Exchange Act of 1934. At 
any time within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate the rule 
change if it appears to the Commission that such action is 
necessary or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 3, 1977. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty-one 
days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-MSTC-76-12. 


Copies of the submission, with accompanying exhibits, and of 
all written comments will be available for public inspection at 
the Securities and Exchange Commission's Public Reference 
Room, 1100 L Street, N.W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the above- 
mentioned self-regulatory organization. 
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For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13128/January 3, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-AMEX-76-29 


The American Stock Exchange, Inc. (“Amex”) submitted on 
December 16, 1976 a proposed rule change under Rule 19b- 
4 to add Sections 220 and 337 to the Amex Company Guide 
and thereby provide a simplified listing application for compa- 
nies whose securities currently are listed on the New York 
Stock Exchange (“NYSE”) and for companies seeking to list 
simultaneously on the Amex and NYSE. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 3, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission; Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-Amex-76-29. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13129/January 4, 1977 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-76-34) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 11, 1976, the Pacific Stock Exchange Incorpo- 
rated (“PSE”) filed with the Commission, pursuant to Section 
19(b) of the Securities Exchange Act of 1934 (the “Act’), as 
amended by the Securities Acts Amendments of 1975, and 
Rule 19b-4 thereunder, copies of a proposed rule change. 
The rule change would clearly delineate that in the context of 
dual trading some references to the terms “Exchange option 
transaction” and “Exchange transaction” should apply only to 
transactions on the PSE while others should apply to transac- 
tions on any options exchange. 


Notice of the proposed rule change together with the terms of 
substance of the proposed rule change was given by publica- 
tion of a Commission Release (Securities Exchange Act 
Release No. 13008 (November 24, 1976)) and by publication 
in the Federal! Register (41 Fed Reg. 53151 (December 3, 
1976)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered national secu- 
rities exchanges, and in particular, the requirements of Sec- 
tion 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of ihe Act, that the proposed rule change filed with the 
Commission on November 11, 1976, be, and it hereby is, 
approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13130/January 4, 1977 


Admin. Proc. File No. 3-4642 


in the Matter of 























GULF OIL CORPORATION 
Gulf Building 
Pittsburgh, Pennsylvania 


(1-3190) 

ORDER DISCONTINUING PROCEEDINGS 

The request for confidential treatment that led to the initiation 
of this proceeding having been withdrawn, it is on motion of 


the Commission's Division of Corporation Finance; 


ORDERED that this proceeding be, and it hereby is, discon- 
tinued. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13131/January 4, 1977 


Admin. Proc. File No. 3-4643 

In the Matter of 

ATLANTIC RICHFIELD COMPANY 

515 South Flower Street 

Los Angeles, California 

(1-1196) 

ORDER DISCONTINUING PROCEEDINGS 

The request for confidential treatment that led to the initiation 
of this proceeding having been withdrawn, it is on motion of 


the Commission's Division of Corporation Finance; 


ORDERED that this proceeding be, and it hereby is, discon- 
tinued. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13132/January 4, 1977 


Admin. Proc. File No. 3-4644 

In the Matter of 

THE CHARTER COMPANY 

47 West Forsyth Street 

Jacksonville, Florida 

(1-6739) 

ORDER DISCONTINUING PROCEEDINGS 

The request for confidential treatment that led to the initiation 
of this proceeding having been withdrawn, it is on motion of 


the Commission's Division of Corporation Finance; 


ORDERED that this proceeding be, and it hereby is, discon- 
tinued. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13133/January 4, 1977 


The Securities and Exchange Commission has issued an 
order granting the application of the American Stock Ex- 
change, Inc. to strike the common stock, $1.00 par value, of 
Beck Industries, Inc. from listing and registration thereon. 


Trading in the company’s common stock has been sus- 
pended by the Exchange since May 27, 1971 when the 
Exchange received notification that the company had filed a 
petition under Chapter X of the Bankruptcy Act. The bank- 
ruptcy proceedings were still pending at the date of the 
Exchange’s application and no information has been filed 
with the Exchange to suggest that the company will be 
discharged from bankruptcy. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13134/January 4, 1977 
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NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE MIDWEST STOCK EXCHANGE, INCORPORATED 


File No. SR-MSE-76-18. 


The Midwest Stock Exchange, Inc. (“the Exchange”) submit- 
ted on September 20, 1976 a proposed rule change under 
Rule 19b-4 to amend the Exchange’s Rule 11 to require 
those members for which the Exchange is not the designated 
examining authority to file with the Exchange the reports and 
information required by 17 CFR 240.17a-5(b) upon terminat- 
ing membership interest in the designated examining author- 


ity. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 10, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
21 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-MSE-76-18. 


Copies of the submission and of all written comments will be 
available for inspection at the Securities and Exchange 
Commission's Public Reference Room, 1100 L Street, N.W., 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13135/January 4, 1977 


In the Matter of 

PACIFIC STOCK EXCHANGE, INC. 
618 South Spring Street 

Los Angeles, California 90014 
(SR-PSE-76-33) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
THE PACIFIC STOCK EXCHANGE, INC. 
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On November 11, 1976, the Pacific Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 19(b) of the 
Securities Exchange Act of 1934 (the “Act”), as amended by 
the Securities Acts Amendments of 1975, and Rule 19b-4 
thereunder, copies of a proposed rule change to define two 
terms, “local security” and “dually traded security”, used in its 
Rule II and Ill which were previously defined in PSE Rule XIil 
but were deleted from that Rule when it was amended by 
PSE rule filing SR-PSE-76-10. 


Notice of the proposed rule change together with the terms of 
substance of the proposed rule change was given by publica- 
tion of a Commission Release (Securities Exchange Act 
Release No. 13010, (November 26, 1976)) and by publication 
in the Federal Register (41 Fed. Reg. 53149 (December 3, 
1976)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules and 
regulations thereunder applicable to registered national secu- 
rities exchanges, and in particular, the requirements of Sec- 
tion 6 and the rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change filed with the 
Commission on November 11, 1976, be, and it hereby is, 
approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13136/January 5, 1977 


The Securities and Exchange Commission has ordered ad- 
ministrative proceedings under the Securities Exchange Act 
of 1934 naming Nicholas A. Chiola, formerly vice president of 
Mesirow and Company, a registered broker-dealer. 


The proceedings are based upon allegations by the Commis- 
sion’s staff that Chiola misappropriated Mesirow and Com- 
pany funds and that he aided and abetted violations of the 
record keeping provisions of the Securities Exchange Act of 
1934. In addition, the proceedings allege that Chiola was 
sentenced to a term of two years in prison following a plea of 
guilty aiding and abetting violations of the record keeping 
provisions of the Securities Exchange Act of 1934 in connec- 
tion with the aforesaid misappropriation of funds. 


A hearing will be scheduled by further order to take evidence 
on the staff allegations and to afford the respondents an 

















opportunity to offer any defenses thereto, for the purpose of 
determining whether the allegations are true, and if so, 
whether any remedial action should be ordered by the 
Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13137/January 5, 1977 


NOTICE OF PROPOSED RULE CHANGE BY NATIONAL 
ASSOCIATION OF SECURITIES DEALERS, INC. (FILE NO. 
SR-NASD-77-1) 


The National Association of Securities Dealers, Inc. (the 
“NASD”) submitted on January 3, 1977, a proposed rule 
change under Rule 19b-4 to amend Section 4 of the NASD’s 
Code of Arbitration Procedure by adding a new sub-section 
(b) and re-lettering former sub-sections (b) through (f), (c) 
through (g). New sub-section (b) outlines procedures affect- 
ing public—{including non-member broker/dealers) member 
controversies in amounts not exceeding $500. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 10, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings to 
determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit written 
data, views and arguments concerning the submission within 
30 days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-NASD-77-1. 


Aniac ~£ st. 


Copies of the submission and of ail written comments will be 
available for inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 “L” Street, N.W. 
Washington, D. C. Copies of the filing will also be available at 
the principal office of the above-mentioned self-regulatory 
organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





2 SECURITIES EXCHANGE ACT OF 1934 


Release No. 13138/January 5, 1977 


NOTICE OF FILING OF. PROPOSED RULE CHANGE BY 
THE MIDWEST SECURITIES TRUST COMPANY (File No. 
SR-MSTC-76-16) 


The Midwest Securities Trust Company (“MSTC”) submitted 
on December 20, 1976, a proposed rule change pursuant to 
Rule 19b-4 of the Securities Exchange Act of 1934, to revise 
auditing procedures applicable to itself by amending Rule 17, 
Section 2, of the By-Laws, to change certain guidelines for 
conducting an annual audit and to eliminate the surprise 
nature of the audit. 


Publication of the submission is expected to be made in the 
Federal Register during the week of January 10, 1977. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within twenty-one 
days from the date of publication in the Federal Register. 
Persons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D. C. 20549. Reference should be made to File 
No. SR-MSTC-76-16. 


Copies of the submission, with accompanying exhibits, and of 
all written comments will be available for public inspection at 
the Securities and Exchange Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13139/January 6, 1977 


Admin. Proc. File No. 3-4283 

In the Matter of 

MIDLAND SECURITIES CORPORATION 
4510 West 77th Street 

Edina, Minnesota 

(8-16551) 

RICHARD B. BERDAHL 


ROBERT O. KNUTSON 
WILLIAM H. HARRISON 
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BRUCE L. HANKERSON 


OPINION OF THE COMMISSION 

BROKER-DEALER PROCEEDINGS 

Grounds for Remedial Sanctions 

Failure to Deposit Proceeds of Offerings in Escrow Accounts 


Failure to Comply with Net Capital, Reporting and Credit 
Extension Requirements 


Where registered broker-dealer failed to deposit proceeds of 
offerings in escrow accounts in compliance with applicable 
requirements and representations in offering circulars, and 
failed to comply. with reporting, net capital and credit exten- 
sion obligations; and where persons associated with regis- 
trant failed to take reasonable steps to conform registrant's 
practices to the credit extension requirements and _ willfully 
aided and abetted the other violations, he/d, in the public 
interest to revoke registrant's broker-dealer registration, to bar 
associated persons involved in escrow violations from associ- 
ation with any broker-dealer, with the right to apply to become 
so associated in restricted capacities after a specified inter- 
val, and to bar the other associated persons from such 
association in a supervisory capacity. 


APPEARANCES: 


Robert O. Knutson, for Midland Securities Corporation, 
William H. Harrison, Bruce L. Hankerson, and pro se. 


John A. Muirhead, for Richard B. Berdahl. 


William M. Hegan and William G. Kelly, for the Divi- 
sion of Enforcement of the Commission. 


This broker-dealer proceeding under the Securities Exchange 
Act was initiated by order of April 19, 1973. Administrative 
Law Judge David J. Markun filed an initial decision on August 
2, 1974. The record was certified to the Commission on 
March 14, 1975. Oral Argument was waived. 


Midland Securities Corporation (‘registrant’), a registered 
broker-dealer, and Richard B. Berdahl, Robert O. Knutson, 
William H. Harrison and Bruce L. Hankerson, who were 
associated with registrant, appeal from the findings made and 
the sanctions imposed by an administrative law judge." 


Registrant became a registered broker-dealer in July of 1971, 
but did not begin operations until November 19771. In that 
month, Hankerson became president, and Berdahl, chairman 
of the board of directors,? a position he continued to occupy 


1362/SEC DOCKET 


+s 


during the entire period under consideration. Hankerson was 
president until the end of September 1972. After that, Berdahl 
occupied the office in October, and Harrison, from early 
November of 1972 until registrant went out of business 
around September of 1973. From the outset of Harrison’s 
presidency, registrant was run by an executive committee 
consisting of Harrison, Knutson, its general counsel and 


secretary since its inception,’ and registrant's executive vice 
president.4 


Not only did the four named persons occupy the key positions 
described above,5 but they owned all of registrant's stock.® 


In 1972, registrant was underwriter on a “best efforts” basis 
of two Regulation A offerings. One involved 110,000 shares 
of Sentinel Industries, Inc. at $2.25 per share, and the other, 
125,000 shares of Port Industries, Inc. at $4 per share. The 
Sentinel offering circular, dated March 13, 1972, and the Port 
circular, dated June 6, 1972, recited that the proceeds of the 
respective offerings “[would] be held in escrow” by a named 
bank, and in the event that a specified number of shares 
were not sold within 120 days of the date of each offering 
circular, “all amounts paid by [purchasers would] be refunded 
promptly.””? Escrow agreements required registrant to trans- 
mit sales proceeds to the named bank “within two business 
days” for deposit in escrow accounts. 


The administrative law judge found that registrant did not 
promptly transmit the funds received to the escrow accounts. 
He further found that this failure violated Rule 15c2-4 under 
the Securities Exchange Act.8 Finally, he held the representa- 
tions in the offering circulars that the proceeds would be held 
in escrow fraudulent.® 


In the Sentinel offering, for example, in the ten days from 
March 20 to March 29, 1972, registrant received $161,465 
from purchasers.'° It deposited that money in its general, 
unrestricted bank account. None of it was deposited in the 
Sentinel escrow account until April 5, 1972, when registrant 
made a lump-sum payment of $150,000. 


Similarly, in the Port offering, registrant received some 
$312,603 between June 22 and July 20, 1972, from the sale 
of Port securities. Registrant deposited all of that money in its 
unrestricted account. Moreover, registrant actually used it in 
the operation of its business.11 Nothing at all was deposited in 
the Port escrow account until July 20.12 


In view of the foregoing, we find, as did the administrative law 
judge, that registrant willfully violated the antifraud provisions 
of Section 17(a) of the Securities Act, and Sections 10(b) and 


15(c)(2) of the Exchange Act and Rules 10b-5 and 15c2-4 
thereunder. 


Hankerson, then registrant's president, admittedly “handled’ 
the back-office aspects of the Sentinel offering. He testified 
that he knew that the Sentinel sales proceeds were required 




















to be deposited in an escrow account but were, in fact, being 
deposited in registrant's unrestricted account.’ And the re- 
cord shows that both he and Berdahl, who was chairman of 
registrant's board, knew about the mishandling of the Port 
offering proceeds. James Ehlen, registrant's back office man- 
ager from June to August of 1972,'4 told Hankerson that the 
“money should be put in a separate escrow account because 
it says so on the front page of the prospectus.” But, accord- 
ing to Ehlen, Hankerson replied “[pjut it in the regular 
account now, and we will switch it in a few days.” While 
depositing the Port payments in registrant's unrestricted 
account as directed by Hankerson, Ehlen “bugged Berdahl 
... a couple of times” about escrowing them. True, either 
Hankerson or Berdahl ultimately instructed Ehlen to transfer 
the funds into the Port escrow account. But in the meantime, 
as Hankerson and Berdahl knew,'® the payments received by 
registrant were being deposited in the general account.'é 


It follows that Hankerson willfully aided and abetted regis- 
trant's violations of the antifraud provisions cited above, and 
that Berdahl did so in connection with the Port offering. 


IV 


As found by the administrative judge, in September and 
October of 1972, registrant did not promptly cancel or liqui- 
date 25 transactions in the special cash accounts of 21 
customers who did not make full payment within seven 
business days as required by Regulation T promulgated by 
the Board of Governors of the Federal Reserve System.'7 
We conclude, as he did, that registrant willfully violated 
Section 7(c)(1) of the Exchange Act and Section 4(c)(2) of 
Regulation T. Hankerson, who was president of registrant in 
September, and Berdahl, who held that office in October, 
were aware of the violations in this area.’® Hence we agree 
with the administrative law judge that they failed to take 
reasonable steps to conform registrant's practices to Regula- 
tion T’s requirements. 


Vv 


Registrant's reports of its financial condition for 1971 and 
1972 were filed late. Registrant thereby willfully violated 
Section 17(a) of the Exchange Act and Rule 17a-5(a) ther- 
eunder.'? As the administrative law judge found, Berdah! and 
Knutson “handled” the filing of the 1971 report. And Hanker- 
son, registrant's president, knew or should-have known that it 
was filed late.2° Hence the three of them willfully aided and 
abetted registrant's violation in connection with the 1971 
report. 


Vi 


On December 26, 1972, registrant filed a notification of a 
change in its auditors.2’ But, as found by the administrative 
law judge, this was a deficient filing under Rule 17a-5(f) under 
the Exchange Act.2 Among other things, it did not contain a 
letter from the former accountant indicating his agreement or 
disagreement with the statements in the notice. Harrison, 


who signed the notice as registrant's president, realized that it 
did not fully comply with our reporting requirements. And 
Knutson was informed that the notification was deficient 
shortly after it was filed.2? Yet Knutson did nothing to rectify 
the situation. It follows that registrant, willfully aided and 
abetted. by Knutson and Harrison, willfully violated Section 
17(a) of the Exchange Act and Rule 17a-5(f) thereunder. 


Vil 


As found by the administrative judge, registrant effected 
securities transactions when it had net capital deficiencies 
computed pursuant to Rule 15c3-1 under the Exchange Act. 
The deficiencies were $75,088 on November 30, 1972 and 
$18,577 on January 31, 1973.24 We find, as did the adminis- 
trative judge, that registrant willfully violated Section 15(c)(3) 
of the Exchange Act and Rule 15c3-1 thereunder.25 As 
further found by the administrative judge, Knutson and Harri- 
son, who were then actively involved in registrant's manage- 
ment, willfully aided and abetted these violations.26 


Vill 


Registrant did not promptly amend its application for registra- 
tion as a broker-dealer to reflect various changes in its 
Officers, directors and ownership,?’ including those previously 
discussed, and in its place of business.28 None of these 
changes was reported in any amendment filed with us until 
June of 1973,29 after the institution of these proceedings. 
Hence registrant willfully violated Section 15(b) of the Ex- 
change Act and Rule 15b3-1 thereunder. We further find that 
Hankerson and Harrison, during their respective tenures as 
president, and Knutson®° willfully aided and abetted regis- 
trant’s reporting violations.3" 


IX 


The administrative law judge concluded that registrant's bro- 
ker-dealer registration should be revoked. He also concluded 
that Berdahl, Hankerson, Knutson and Harrison should each 
be barred from association with any broker or dealer. But he 
softened the bar order with the proviso that Berdahl and 
Hankerson after nine months, and Knutson and Harrison after 
respective periods of six and three months, might apply for 
permission to become associated with a broker-dealer in a 
non-supervisory capacity. 


Registrant's misconduct was serious. It related to important 
phases of the brokerage business, and exposed customers to 
substantial risks.22 Hence we agree with the administrative 
law judge that the public interest requires that registrant's 
broker-dealer registration be revoked.%% 


Berdahl, Knutson, Harrison and Hankerson contend that, due 
to mitigating circumstances, the sanctions imposed upon’ 
them are too severe.*4 


We have taken these factors into account in assessing the 
requirements of the public interest, but are still compelled to 
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affirm the sanctions that the administrative law judge imposed 
upon Berdahl and Hankerson. Their cases involve not only 
violations of a managerial nature, but express misrepresenta- 
tions in offering literature. Hence we see no basis for further 
leniency.25 


The case against Knutson and Harrison, however, stands on 
a different footing. Since they participated in serious viola- 
tions, their misconduct cannot be condoned. But it was wholly 
managerial in nature. Our purpose is not to punish a respond- 
ent, but “to protect the public interest from future harm at his 
hands.”%6 That objective can be attained with something less 
than an unqualified bar. We think it clear that Knutson and 
Harrison should not be allowed to occupy a supervisory 
position, but we see no reason to preclude them from 
continuing in the securities business in non-supervisory ca- 
pacities. 


Our order will: 
(A) Revoke registrant's registration as a broker-dealer; 


(B) Bar both Berdahi and Hankerson from association 
with any broker or dealer; 


(C) Permit Berdahl and Hankerson to apply after nine 
months of total exclusion from the industry for permis- 
sion to become associated with a broker or dealer in a 
non-supervisory capacity; and 


(D) Preclude both Knutson and Harrison from holding 
supervisory positions in the securities business.%7 


By the Commission (Chairman HILLS and Commissioners 
LOOMIS and EVANS); Commissioner POLLACK not partici- 
pating. 


George A. Fitzsimmons 
Secretary 





1 Briefs were filed with us by respondents and by our staff. 
Our findings are based on an independent review of the 
record. 


2 Berdah! had been president of registrant since its organiza- 
tion in May of 1971. 


3 Knutson strenuously contends that he did not assume a 
managerial role before January of 1973. But Harrison testified 
that this happened in early November 1972. And the adminis- 
trative law judge who heard the case chose to credit Harri- 
son's testimony. No showing of error has been made. 


After the issuance of the initial decision, Knutson submitted 
affidavits from Harrison and from two other persons associ- 
ated with registrant since the fall of 1972, stating that Knutson 
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had nothing to do with the management of registrant until 
January of 1973, with the request that the hearings herein be 
reopened to take evidence relative to his role in registrant. It 
is true that in his affidavit Harrison indicates that “any 
inconsistency” between his testimony and Knutson’s on this 
point “was due to confusion” on Harrison’s part. But Knutson, 
who was not only a respondent but also Harrison’s counsel, 
did not clear this up at the hearing. Nor did he choose to call 
the other two affiants as witnesses. No reasonable grounds 
have been shown for the failure to adduce the evidence in 
question at the hearings. See Rule 21(d) of our Rules of 
Practice. Hence the request to reopen must be denied. And 
the affidavits themselves cannot be accepted as additional 
evidence. Vanasco v. S.E.C., 395 F.2d 349 (C.A. 2, 1968), 
affirming our decision in J. P. Howell & Co., Inc., 43 S.E.C. 
325, 330 (1967). 


4 The executive vice president was not named a respondent 
in these proceedings. 


5 In addition, Hankerson served as a director from November 
of 1971, and Harrison, from November of 1972. 


§ Initially, Berdahl owned at least 90% of the stock. By 
November of 1971, he and Hankerson each owned 45% of 
the stock, and Knutson, 10%. By December of 1972, how- 
ever, Harrison had accumulated a 51% stock interest. He and 
the other three continued to own all the stock up to April of 
1973, the end of the relevant period. In June of 1973, after 
the institution of these proceedings, Harrison owned 55%, 
Berdahl 30%, and Knutson 15%. 


7 The requisite number of shares in the Sentinel offering was 
66,600, and in the Port offering, 93,750. 


8 Rule 15c2-4, as here pertinent, makes it a fraudulent 
practice for a broker-dealer to accept money from investors 
unless the funds are promptly transmitted to a bank which 
has agreed in writing to hold them in escrow for the persons 
having the beneficial interest therein until “the appropriate 
event or contingency has occurred.” 


9 As the administrative judge put it, “Implicit in these state- 
ments was an assurance to purchasers that their funds would 
be promptly and safely segregated . . . pending completion of 
the underwriting, and not subjected to the very real risks 
involved in having their funds placed in the underwriter’s . . . 
general bank account subject to use by the underwriter for its 
ordinary business operations.” 


10 Registrant received payments on eight of those days. On 
March 20, the first day in question, it received $12,293. 


11 On almost every day in question, registrant's bank balance 
was less than the accumulated offering proceeds received by 
it. By July 19, this deficiency amounted to some $120,000. 


12On that day, registrant deposited three checks for 
$291,800 in the escrow account. One of those checks, in the 

















amount of $100,000 and issued by registrant under Berdahl’s 
signature, bounced because of insufficient funds. A new 
deposit was not made until around July 26. 


13 He went on to say that “because the money was coming in 
so fast,” registrant was going to accumulate it in its account 
and, “in a matter of days,’ make a lump-sum payment into 
the escrow accounts. 


14 The administrative judge barred Ehlen, also a respondent, 
from association with any broker-dealer, with the proviso that 
after seven months he might apply for permission to return to 
the securities business as a supervised employee in a non- 
supervisory position. Ehlen did not seek review of that 
decision. Nor did we choose to review it on our own initiative. 
Hence the administrative law judge’s decision is final as to 
him. 


15 Both Hankerson and Berdahl deny that they knew this. But 
the administrative law judge credited Ehlen’s testimony to the 
contrary. And respondents have not shown that the adminis- 
trative judge erred in doing so. 


16 Berdahl claims that, as chairman of the board, he did not 
participate in registrant's management. But the record does 
not support this contention. Berdahl took an active role in 
hiring Ehlen and other key managerial personnel. Indeed, 
Ehlen testified that when Berdah! and Hankerson were both 
in the office, he generally “reported to both of them.” And, as 
we have seen, Ehlen informed Berdahl of the need to escrow 
the Port offering proceeds. Moreover, as discussed later in 
this opinion, during Hankerson’s tenure Berdahl worked with 
him on Regulation T problems and, together with Knutson, 
“handled” the filing of a 1971 report. 


17 The delinquencies ranged from one day to over 50 days. 


18 Hankerson admitted that while serving as president he 
learned of Regulation T violations. He testified that he and 
Berdahl met with the salesman responsible for the violations 
“at least three times a day” in an effort to clean them up, but 
new violations kept cropping up because the newly installed 
computerized record-keeping system was “miserable.” 


19 Under Rule 17a-5(a) as then in effect, a broker-dealer was 
required to file his report of financial condition not more than 
45 days after the date of the report. Here one report, dated 
November 30, 1971, was filed 14 days late, and the other, 
dated November 30, 1972, two days late. 


20 On January 14, 1972, the last day for filing the 1971 report, 


registrant filed a request, signed by Hankerson, for an 
extension of time in which to file the report. The request was 
denied in a letter directed to Hankerson’s attention, dated 
January 19. Yet the report was not filed until January 28. 


21. Registrant stated that the accountant who had certified its 
last financial statement was “no longer independent’ with 
respect to it. 


22 The rule requires that, upon the replacement of the ac- 
countant who was engaged to certify a broker-dealer’s finan- 
cial report or had certified his last report, the broker-dealer 
must file a notice containing specified information and a letter 
from the former accountant. 


23 In a letter dated the day after it received the notice, our 
staff informed Knutson that the notice did not meet the 
requirements of Rule 17a-5(f). 


24 Respondents question these deficiencies. They attribute 
the January 31 deficiency to the inclusion in registrant's 
aggregate indebtedness of an overdraft in one bank account 
although registrant's cash balance in another was then 
sufficient to cover it. But the fact remains that the overdraft 
was a debt. The remaining deficiency resulted principally from 
the disallowance of a stock held by registrant because there 
was no market for it. But respondents assert that registrant 
was able to obtain “a market quotation for [the securities] 
from time to time” and “ultimately” sold them. 


Respondents have not shown the existence of a market on 
the deficiency date. As we held in Goffe-Carkener-Blackford 
Securities Corporation, Securities Exchange Act Release 
No. 11690 (September 29, 1975), 7 SEC Docket 985, 986: 
“In the absence of a professional market for the stock, it 
could not be included as an asset for net capital purposes 
unless respondents could supply clear proof of its ready 
convertibility into cash.” Here, this was not done. The fact 
that the stock was “ultimately” sold has nothing to do with its 
liquidity on the deficiency date. 


25 On March 21, 1973, the United States District Court for the 
District of Minnesota (Fourth Division) permanently enjoined 
registrant, with its consent and without its admitting or 
denying the allegations in the complaint filed by us, from 
violating these requirements and the customer-informational 
and reporting requirements of Rules 17a-5(m), 17a-5(n) and 
17a-11 under the Exchange Act. S.E.C. v. Midland Securi- 
ties Corporation, Civil Action File No. 4-73 Civ 143. 


A consent injunction is as much a basis for remedial action as 
one issued after a trial. Cortlandt Investing Corporation, 44 
S.E.C. 45, 53 (1969); Kimball Securities, Inc., 39 S.E.C. 921, 
923-924 (1960). Since only registrant was specifically named 
in the injunctive action, only it, of course, can be sanctioned 
on that basis. 


26 Noteworthy in this connection is Harrison’s testimony that 
the November 30 net capital computation prepared by regis- 
trant represented “a joint effort of Mr. Knutson and [regis- 
trant’s back office manager], with my involvement to some 
extent.” That computation showed compliance with the net 
capital rule. But, as we have seen, it was in error. 


27 In July 1971, Berdah! was listed as president, treasurer, 
director, and owner of from 75% to 100% of registrant's 
stock, and Knutson, as secretary. No other person was 
named 
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28 Registrant changed its address in January or February 
1972. 


229 Respondents assert that through other means “the SEC 
was made continually aware of Midland’s organizational 
changes.” But the fact remains that the application was not 
amended. As pointed out in Financial Counsellors, Inc., 41 
S.E.C. 926, 928 (1964), “The application for registration is a 
basic and vital part in our administration of the provisions of 
the [Exchange] Act respecting brokers and dealers.” It is 
essential to the efficacy of the regulatory scheme that the 
information in the application be kept current through the 
amendment process. 


3° Berdahl testified that he asked Knutson and Hankerson to 
amend the application and that he thought they had done so. 
Knutson denies having this conversation. But the administra- 
tive judge credited the testimony of Berdahl on this point, and 
we see no basis for concluding that he erred in doing so. In 
any event, Knutson concedes “responsibility” for the 1973 
reporting derelictions. 


31 The administrative law judge found certain other manage- 
rial violations. The record is unclear as to some of these. 
Others we think it unnecessary to reach. 


32 Respondents tell us that customers suffered no losses. But 
that is no defense. Our rules are prophylactic. Hence no 
showing of actual loss is required. Metropolitan Securities, 
Inc., 41 S.E.C. 365, 368 (1963): “It is no defense that 
customers have not suffered actual loss. The exposure to the 
risk posed by violations of the [net capital] rule is in itself the 
abuse at which the rule is aimed.” 


33 As previously noted, registrant is no longer in business. 


34 Respondents term them permanent bars. But the bars are 
not necessarily permanent. As we said in Applications for 
Relief from Disqualification, Securities Exchange Act Re- 
lease No. 11267 (February 26, 1975), 6 SEC Docket 346: 


“The Commission recognizes that situations may exist where, 
in light of changed circumstances and after the passage of a 
period of time, it may appear appropriate to the Commission, 
in its discretion, to permit a disqualified individual or firm to 
have the disqualification lifted if, in general, the applicant can 
make a showing satisfactory to the Commission that re-entry 
into the securities business would be consistent with the 
public interest.” Judicial notice has been taken of our discre- 
tionary power to lift or modify disqualifications. Tager v. 
S.E.C., 344 F.2d 5, 9 (C.A. 2, 1965); Vanasco v. S.E.C., 395 
F.2d 349, 353 (C.A. 2, 1968); Hanly v. S.E.C., 415 F.2d 589, 
598 (C.A. 2, 1969); Fink v. S.E.C., 417 F.2d 1058, 1060 (C.A. 
2, 1969). Hence so-called permanent bars are actually bars 
of indefinite duration. 


28 Compare Wheaton D. Blanchard, Securities Exchange Act 
Release No. 12484 (May 27, 1976), 9 SEC Docket 735. 
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36 Leo Glassman, Securities Exchange Act Release No. 
11929 (December 16, 1975), 8 SEC Docket 735, 736. 


37 Our failure to address ourselves explicitly to some of the 
contentions made does not mean that we have ignored them. 
All issues raised have been carefully considered. Respond- 
ents’ exceptions to the initial decision are overruled or 
sustained to the extent that they are inconsistent or in accord 
with the views expressed in this opinion. 


UNITED STATES OF AMERICA 
before the 


SECURITIES AND EXCHANGE COMMISSION 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13139/January 6, 1977 


Admin. Proc. File No. 3-4283 
In the Matter of 


MIDLAND SECURITIES CORPORATION 
4510 West 77th Street 

Edina, Minnesota 

(8-16551) 


RICHARD B. BERDAHL 
ROBERT O. KNUTSON 

WILLIAM H. HARRISON 
BRUCE L. HANKERSON 


ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission's opinion issued this day, it 
is 


ORDERED that the registration as a broker and dealer of 
Midland Securities Corporation be, and it hereby is, revoked; 
and it is further 


ORDERED that Richard B. Berdahi and Bruce L. Hankerson 
be, and both of them hereby are, barred from association with 
any broker or dealer; and it is further 


ORDERED that after nine months from the date hereof the 
said Richard B. Berdahl and Bruce L. Hankerson be, and 
they hereby are, permitted to apply to the Commission for 
permission to become associated with a broker or dealer ina 
non-supervisory capacity; and it is further 

















ORDERED that Robert O. Knutson and William H. Harrison 
be, and both of them hereby are, barred from association with 
any broker or dealer in a supervisory capacity. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19828/December 30, 1976 


Admin. Proc. File No. 3-4026 
In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


MICHIGAN POWER COMPANY 
MICHIGAN NATURAL GAS COMPANY 
Three Rivers, Michigan 49093 


(70-4389, 70-5213, 54-255) 
ORDER AUTHORIZING PROPOSED BANK BORROWINGS 


American Electric Power Company, Inc. (“AEP”), a registered 
holding company and its subsidiary gas and electric utility 
companies, Michigan Power Company (“MPC”) and Michi- 
gan Natural Gas Company (“Gas Company”), have filed a 
plan (“Plan”) with this Commission pursuant to Section 11(e) 
and other applicable provisions of the Public Utility Holding 
Company Act of 1935 (“Act”) and rules promulgated thereun- 
der relating to the eventual disposition of the MPC gas utility 
properties. 


As first steps toward divestiture it is proposed (1) to redeem 
the MPC preferred stock at voluntary redemption prices and 
for (2) MPC to borrow up to $7 million from the National Bank 
of Detroit (‘bank’). The order issued, pursuant to Sections 
6(a) and 7 of the Act herein only authorizes the proposed 
bank borrowings. The bank borrowings are to be made to 
refund short-term debt, of which $4 million was outstanding at 
September 30, 1976, to provide about $1.5 million to redeem 
the preferred stock, or to reimburse the MPC treasury for 
such redemption, and to pay part of MPC’s 1977 construction 
budget, estimated at $2.7 million. 


By prior order MPC has been authorized to incur short-term 


borrowings of up to $4,000,000 through the earlier of (i) 
December 31, 1977 or (ii) 30 days following approval by this 
Commission of the bank loan agreement proposed herein. 


The borrowings are to be made under a bank loan agree- 
ment, to be dated December 1, 1976, which will authorize 
MPC to borrow from time to time until December 1, 1978 not 
more than $7 million at any one time outstanding on unse- 
cured promissory notes maturing December 31, 1983. At 
least $2 million is to be prepaid by the end of 1981 and $2 
million by the end of 1982. Notes may be prepaid, in whole or 
in part, at any time without penalty. 


The notes will bear interest at the prime rate through 1978, 
and the prime rate plus a premium of '/4% in the calendar 
years 1979-1980 and 1/2% in the calendar years 1981-1983. 
A commitment fee at the rate of 1/2% per annum will be paid 
on the unborrowed balance of the $7 million, but MPC has 
the right to reduce permanently the commitment at any time. 


A compensating balance of 15% of the amount committed is 
to be maintained with the bank during the first two years of 
the loan agreement, and of 15% of the amount borrowed 
during the balance of the term. Assuming, for illustration, a 
prime rate of 63/4% and that the full amount is borrowed, the 
effective cost of money would be 7.95% during the first two 
years, 8.25% during the next two years, and 8.50% there- 
after. 


The bank loan agreement prohibits MPC from creating any 
other debt, except short-term debt of not more than 10% of its 
capitalization. The indebtedness to the bank would become 
due, at the bank’s election, if MPC is ordered to divest its gas 
or electric properties. 


The Michigan Public Service Commission has authorized the 
proposed bank borrowings and no other state or federal 
commission, other than this Commission, has juridiction over 
the proposed transaction. Fees and expenses to be incurred 
in connection with the proposed bank borrowings are esti- 
mated at $9,000, including a state securities fee of $7,000 
and legal fees not exceeding $2,000. 


Due notice of the filing has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR No. 
19794), and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
said plan, as amended, be approved, insofar as it relates to 
the proposed bank borrowings. 


IT 1S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said plan, as amended, insofar 
as it relates to the proposed bank borrowings, be, and it 
hereby is, approved forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the Act. 


SEC DOCKET/1367 








IT IS FURTHER ORDERED that jurisdiction be, and it hereby 
is, reserved over the proposed retirement of MPC preferred 
stock. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19829/December 30, 1976 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
Wilmington, Delaware 19899 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 78403 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 71156 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 74102 


WEST TEXAS UTILITIES COMPANY 
Abeline, Texas 79604 


CSR SERVICES, INC. 
Dallas, Texas 75250 


(70-5930) 


ORDER AUTHORIZING PROPOSED ISSUE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND/OR COMMERCIAL 
PAPER, LOANS BY PARENT TO SUBSIDIARIES AND 
BETWEEN SUBSIDIARIES AND EXCEPTION FROM COM- 
PETITIVE BIDDING 


Central and South West Corporation (“CSW”), a registered 
holding company, and five of its subsidiary companies, 
Central Power and Light Company (“CPL”), CSR Services, 
Inc. (“CSR”), Southwestern Electric Power Company 
(“SWEPCO"), West Texas Utilities Company (“WTU”) and 
Public Service Company of Oklahoma (“PSO”) (collectively, 
the “subsidiaries”’), have filed an application-declaration, and 
an amendment thereto, with this Commission pursuant to 
Sections 6, 7, 9(a), 10, 12(b) and 12(f) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rules 43, 45 and 
50 promulgated thereunder regarding the following proposed 
transactions. 
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CSW and the subsidiaries propose to establish a system 
money pool (“money pool’) to coordinate their short-term 
borrowings. The money pool is to be composed from time to 
time of funds from any one or more of the following sources: 
(i) surplus funds of CSW, (ii) surplus funds of any of the 
subsidiaries, (iii) borrowings by CSW or the subsidiaries from 
banks and (iv) proceeds of CSW’s sales of commercial 
paper. 


CSW proposes to administer the money pool by matching up, 
to the extent possible, short-term cash surpluses and loan 
requirements of CSW and the various subsidiaries. The 
determination of whether a subsidiary or CSW has at any 
time surplus funds to lend will be made by their respective 
treasurers or other chief financial officers on the basis of cash 
flow projections. Subsidiary requests for short-term loans 
would be met first from surplus funds of the other subsidiaries 
which are available to the money pool for this purpose. To the 
extent the subsidiaries’ surplus funds are inadequate to fulfill 
the subsidiaries’ requests for short-term loans, loans would 
be made out of CSW’s corporate funds to the extent availa- 
ble. Each borrowing by a subsidiary would be made pro rata 
from each lending source so that each lending subsidiary will 
loan an amount equal to the ratio of the lender's available 
surplus funds over the total available surplus funds in the 
money pool. 


To the extent that CSW’s corporate funds and subsidiary 
contributions of surplus funds to the money pool are inade- 
quate to meet subsidiary requests for short-term loans, CSW 
and the subsidiaries request authorization to make borrow- 
ings outside the system. Details of these proposed borrow- 
ings are summarized further below. The interest rate applica- 
ble to all loans of surplus funds through the money pool will 
be the rate published in The Wall Street Journal! for commer- 
cial paper placed directly by a major finance company and 
having a term most nearly equal to the term of the particular 
money pool loan in question. The interest rate applicable to 
funds borrowed by CSW from external sources and loaned 
through the money pool will be equal to CSW’s net cost for 
the external borrowings. No loan will be made by CSW or a 
subsidiary if the borrowing subsidiary could borrow more 
cheaply directly from banks or through the sale of its own 
commercial paper. 


To the extent that CSW’s corporate funds and subsidiary 
contributions of excess funds to the money poo! are inade- 
quate to fulfill the subsidiaries’ requests for short-term loans, 
short-term borrowings will be made from outside the system. 
CSW therefore requests authorization for the issuance and 
sale of its commercial paper in an aggregate face amount of 
not to exceed $115,000,000 outstanding at any one time to 
A. G. Becker & Co., Inc. (‘Becker’). The proceeds from the 
sale of commercial paper would be added to CSW’s treasury 
funds and would be loaned by CSW through the money pool 
from time to time, or invested in, its subsidiaries. 


The commercial paper notes will have varying maturities of 
not more than nine months from the date of issue, exclusive 




















of days of grace, will be in varying denominations of not less 
than $25,000 and not more than $1,000,000 each, and may 
be issued and sold by CSW from time to time through June 
30, 1978. Such notes will be issued and sold by CSW directly 
to Becker at a discount rate which will not be in excess of the 
discount rate per annum prevailing at the time of issuance for 
commercial paper of comparable quality and maturity sold by 
issuers thereof to commercial paper dealers and at an 
interest cost which will not exceed the effective cost of money 
for unsecured prime commercial bank loans prevailing on the 
date of issue of such commercial paper. 


The commercial paper will be reoffered to not more than 200 
identified and designated customers in a list prepared in 
advance by Becker. CSW’s commercial paper notes are 
expected to be held by customers to maturity, except that if 
customers wish to sell such notes prior thereto, Becker, 
pursuant to oral repurchase agreements, will repurchase 
such notes and reoffer the same to others in the group of 200 
customers. 


In the event that borrowings from banks at the prime rate of 
interest would produce a lower cost of money to CSW than 
the issue of its commercial paper, and to the extent that funds 
in the system money pool are insufficient to meet the 
subsidiaries’ requests for short term loans, CSW and its 
subsidiaries propose to borrow from banks from time to time 
prior to July 1, 1978, an amount not to exceed $102,020,000 
at any one time outstanding. The outstanding notes to banks, 
together with the principal amount of CSW’s outstanding 
commercial paper issued to Becker, shall not exceed 
$115,000,000 at any one time. 


CSW and the subsidiaries propose to issue from time to time 
promissory notes to evidence such borrowings from banks. 
Each of such notes will be dated the date each borrowing is 
made, will mature on a date not more than twelve months 
from the date thereof, will bear interest from the date thereof 
to maturity at an interest cost which will not exceed the prime 
rate of interest prevailing at such bank, and will be subject to 
prepayment in whole at any time or in part from time to time, 
without premium or penalty. 


It is stated that there are no compensating balance arrange- 
ments in effect with the banks. It is also stated that it is 
informally understood that if substantial borrowings are made 
under lines of credit established with the banks, cash bal- 
ances on deposit may be materially increased. Assuming 
these cash balances equal 20% of the loans and a prime rate 


of 6% the effective interest rate on bank borrowings would be 
7.5%. 


The lending of funds through the money pool to the subsidi- 
aries would occur in varing amounts from time to time prior to 
July 1, 1978. The maximum aggregate principal amount of 
borrowings by each of the subsidiaries would be as follows: 


Maximum Prin- 


cipal Amount 
of Loans To Be 

Subsidiary Outstanding 
ORE a Siac ce aici Sd PE oe ee a Oe ae $60,600,000 
PSO is aa. chee die Oo eae ee ee $50,665,000 
SWEPCOL So: lead le ae $44,500,000 
WHE oe Oo a eee ee ee $15,000,000 
CSR. acai. cages eee ene Cees $ 1,000,000 


Loans to the subsidiaries could be made pursuant to open 
account advances, although any lender would at all times be 
entitled to receive upon demand a promissory note evidenc- 
ing the transaction. In the case of loans from CSW, the note 
would mature not more than one year from the date of the 
borrowing and be prepayable in whole or in part at any time 
without premium or penalty. In the case of a loan from a 
subsidiary, the note would mature no later than the earlier of 
(a) the date the borrower could be expected to obtain funds 
with which to pay the note or (b) the date the lender would 
require the excess funds for its own use. The notes will also 
be repayable upon demand by the lender. 


Proceeds of the borrowings will be used by the subsidiaries 
(other than CSR) to provide temporary financing for a part of 
the costs of the capital programs of such subsidiaries for the 
years 1977 and 1978. Those capital programs are estimated 
to have the following costs: 


1977 (000) 1978 

eo eee $ 22,105 $261,045 
WS © lye es eee $144,608 $230,595 
Me... A ee $100,245 $ 94,527 
We $ 43,508 $ 53,633 


Loans to CSR would be used to provide for temporary needs 
for working capital in excess of CSR’s $100,000 capitalization 
from time to time prior to reimbursement of CSR's costs by 
the other subsidiaries and CSW. 


CSW requests exemption from the competitive bidding re- 
quirements of Rule 50 under the Act in connection with the 
proposed issuance of commercial paper pursuant to para- 
graph (a)(5)(B) thereof. 


No state commission or federal commission, other than this 
Commission, has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-deciaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19795) and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 
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IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become ‘effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promuigated under the Act, 
except that certificates thereunder shall be filed quarterly. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19830/December 30, 1976 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 10005 


(70-5771) 


ORDER AUTHORIZING PROPOSED EXTENSION OF TIME 
FOR HOLDING COMPANY TO ISSUE AND SELL SHORT- 
TERM NOTES TO BANKS AND PROPOSED INCREASE IN 
AMOUNT OF NOTES TO BE ISSUED 


General Public Utilities Corporation (“GPU”), a registered 
holding company, has filed post-effective amendments to its 
application previously filed with this Commission pursuant to 
Section 6(b) of the Public Utility Holding Company Act of 
1935 (‘Act’), regarding the following proposed transaction. 


By order dated January 12, 1976 issued in this proceeding, 
GPU was authorized to issue up to $87,000,000 of short-term 
notes to banks pursuant to informal lines of credit through 
December 31, 1976. GPU had originally requested authority 
to issue up to $175,000,000 of such notes, but by amend- 
ment to its application, GPU established a need for only 
$87,000,000 of the authorization requested. 


By post-effective amendment filed in this proceeding, GPU 
now requests an extension of time througn December 31, 
1977 to issue the notes authorized in the December 31, 1976 
order and for authority to increase the maximum amount of 
notes authorized to be issued to $175,000,000. Each such 
note will bear interest at a rate not exceeding the “prime rate” 
which may be the floating rate, of each lending bank for 
commercial borrowing at the date of issue of such note, will 
be prepayable at any time without premium and will not be 
issued as part of a public offering. GPU proposes to use the 
proceeds of the short-term borrowings for investment in its 
operating subsidiaries 
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It is anticipated that the banks from which borrowings will be 
made will require compensating balances at levels generally 
approximating 10% of the line of credit or 20% of the 
amounts actually borrowed, whichever is higher. Assuming 
compensating balances will equal 20% of the aggregate 
amounts borrowed and a prime of 6% the effective cost of 
borrowing will be 7.5%. 


GPU has filed by amendment a statement of its estimated 
expenditures and sources of financing for the period covered 
by its application establishing its need for $105,000,000 of the 
$175,000,000 authorization requested. If equity financing is 
accomplished by GPU during 1977, its needs will be reduced 
by the net proceeds of that financing. 


No state or federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. Fees and 
expenses to be incurred in connection with the proposed 
transaction consist of legal fees of $5,000. 


Due notice of the filing of said post-effective amendments to 
the application has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No. 19768) and 
no hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it ‘is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said applica- 
tion, as further amended by said post-effective amendments, 
be granted in part: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules therunder, that GPU be, and it hereby is, 
authorized, effective forthwith, to issue short-term notes to 
designated banks through December 31, 1977, in an aggre- 
gate principal amount not exceeding $105,000,000 outstand- 
ing at any one time, subject to reduction by the net proceeds 
of any equity financing (other than through its existing divi- 
dend reinvestment and stock purchase plan) issued by GPU 
during 1977 and subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act, except that 
certificates thereunder shal! be filed quarterly, and subject 
further to the reservation of jurisdiction contained herein. 


IT {§ FURTHER ORDERED that jurisdiction be, and it hereby 


is, reserved to grant further relief applied for in whole or in 
part. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





























PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19831/December 30, 1976 


In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 07960 


(70-5770) 


ORDER AUTHORIZING PROPOSED EXTENSION OF TIME 
TO ISSUE AND SELL SHORT-TERM NOTES TO BANKS 


Jersey Central Power & Light Company (“Jersey Central’), 
an electric utility subsidiary company of General Public 
Utilities Corporation (“GPU”), a registered holding company, 
has filed post-effective amendments to its application previ- 
ously filed with this Commission pursuant to Section 6(b) of 
the Public Utility Holding Company Act of 1935 (‘Act’), 
regarding the following proposed transaction. 


By order dated January 12, 1976 (HCAR No. 19340), Jersey 
Central was authorized for the period ending December 31, 
1976, to issue and sell to commercial banks, as evidence of 
short-term borrowings therefrom, its unsecured promissory 
notes, maturing in nine months or less (“short term notes’), 
provided that the aggregate principal amount of such notes 
outstanding at any one time would not exceed $110,000,000. 
Jersey Central now requests an extension of time through 
December 31, 1977, to make such borrowings. 


The short term notes will bear interest at the lending bank’s 
prime interest rate for commercial borrowing at the date of 
issue of the notes, will be prepayable at any time without 
premium, and will not be issued as part of a public offering. !t 
is anticipated that the banks from which the borrowings will 
be made will require compensating balances at levels gener- 
ally approximately 10% of the line of credit or 20% of the 
amounts actually borrowed, whichever is higher. Assuming 
compensating balances will equal 20% of the aggregate 
amounts borrowed and a prime rate of 6%, the effective cost 
of borrowing would be 7.5%. 


Jersey Central proposes to use the proceeds of the short 
ierm loans for its short term working capital requiremenis, 
including repayment of other short term borrowings and for 
construction expenditures. 


Jersey Centra! has filed by amendment a statemeni of its 
estimated expenditures and sources of financing for the 
period covered by its application establishing its need for the 
$110,000,000 authorization requested. If Jersey Central ac- 
complishes first mortgage bond financing during 1977, its 
needs will be reduced by the net proceeds of that financing 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tion. 


Due notice of the filing of said post-effective amendments to 
the application has been given in the manner prescribed in 
Rule 23 promulgated under the Act (HCAR No: 19785), and 
no hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest and 
in the interest of investors and consumers that said applica- 
tion, as amended by said post-effective amendments, be 
granted in part: 


IT IS ORDERED, pursuant to the applicabie provisions of the 
Act and the rules thereunder, that Jersey Central be, and it 
hereby is, authorized, effective forthwith, to issue short-term 
notes to designated banks, through December 31, 1977, in 
an aggregate principal amount not exceeding $110,000,000 
outstanding at any one time, subject to reduction by the net 
proceeds of any sale of first mortgage bonds by Jersey 
Central during 1977 and subject to terms and conditions 
prescribed in Rule 24 promulgated under the Act, except that 
certificates thereunder shall be filed quarterly. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19832/December 30, 1976 


In the Matter of 


MONONGAHELA POWER COMPANY 
1310 Fairmont Avenue 
Fairmont, West Virginia 26554 


THE POTOMAC EDISON COMPANY 

Downsville Pike 

Hagerstown, Maryland 21740 

WEST PENN POWER COMPANY 

800 Cabin Hill Drive 

Greensburg, Pennsylvania 15601 

(70-5946) 

NOTICE OF PROPOSED ISSUANCE OF PROMISSORY 


NOTES TO COUNTY AUTHORITY FOR POLLUTION CON- 
TROL EQUIPMENT 


NOTICE !S FiCAEBY GIVEN that Monongahela Power Com- 
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pany (“Monongahela”), The Potomac Edison Company 
(“PE”), and West Penn Power Company (‘West Penn”) 
(collectively referred to herein as the “Companies”), which 
are public utility subsidiary companies of Allegheny Power 
System, Inc., a registered holding company, have filed an 
application-declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”), designat- 
ing Sections 6, 7, 9 and 12 of the Act and Rule 50 
promulgated thereunder as applicable to the following pro- 
posed transactions. All interested persons are referred to the 
application-deciaration, which is summarized below, for a 
complete statement of the proposed transactions. 


Hatfield's Ferry Power Station (‘Hatfield’), located in Greene 
County, Pennsyivania, is jointly owned by Monongahela, PE, 
and West Penn as foliows: 


Monongahela 271/2% 
PE 20% 
West Penn 521/2% 


Various pollution contro! equipment including certain precipi- 
tators, fly-ash handling systems, a cooling tower and cooling 
water recirculating system, a water treatment system and 
associated equipment (collectively referred to herein as the 
Facilities”) are now under construction at Hatfield. The 
Facilities are required to be installed at Hatfield in order to 
meet air quality standards as to particulate emissions and 
various state and federal water quality standards. 


The proposed transactions involve the transfer of the Facili- 
ties to the Greene County Industrial Authority (“the Author- 
ity’) by Monongahela, PE and West Penn. All conveyances 
to the Authority will be made subject to the liens of the first 
mortgages of Monongahela, PE and West Penn. The Author- 
ity will complete the construction of the Facilities. It is 
expecied that the total cost of the Facilities to be financed by 
the Authority will not exceed $271/2 million. The Authority will 
finance the Facilities by issuing and selling to the public its 
tax exempt poliution contro! revenue bonds (‘the Bonds’) 
with a maturity of not less than five and not more than thirty- 
five years in one or more series. It is expected that the total 


amount of Bonds to be issued by the Authority will not exceed 
$271/2 million 


The Bonds wili be issued in respect of each Company's 
interest by the Authority under a separate trust indenture 
(‘the indenture”) with a corporate trustee, approved by each 
respective Company, and shail be sold in one or more series, 
at such times, in such principal amounts, at such interest 
rates, and for such prices as shall be approved by that 
Company. The issue in respect of Monongahela’s interest in 
Hatfield will not exceed $7,562,500, the issue in respect of 
PE's interest in Hatfield will not exceed $5.5 million and the 
issue in respect of West Penn's interest in Hatfield will not 
exceed $14,437,500. The Bonds will not be secured by the 
Facilities but will be supported by various covenants of the 
Companies to be contained in a poliution control financing 


1372/SEC DOCKET 


+> 


agreement (“the Agreement’). 


The Agreement provides that each Company will purchase * 


an undivided interest in the Facilities from the Authority. The 
aggregate purchase price for all the Facilities will be an 
amount equal to the aggregate principal amount of the Bonds 
issued by the Authority and the share of the aggregate 
purchase price to be paid by each Company will be equal to 
the principal amount of the Bonds issued with respect to that 
Company's interest in Hatfield. As the Facilities are com- 
pleted, title thereto will be transferred by the Authority to each 
of the Companies in accordance with their respective owner- 
ship in Hatfield 


To evidence its obligation to pay its share of the purchase 
price, each Company will deliver concurrently with the issu- 
ance of each series of Bonds its non-negotiable unsecured 
pollution control note or notes corresponding to such series of 
Bonds in respect of principal amount, interest rates and 
redemption provisions and having installments of principal 
corresponding to any mandatory sinking fund payments and 
stated maturities. Payments on each Company's notes will be 
made to the trustee under that Company's indenture and 
applied by the trustee to pay the maturing principal and 
redemption prices of and interest and other costs on the 
Bonds with respect to that Company as the same become 
due. 


The obligations of each Company to pay the purchase price 
for its interest in the Facilities is several and not joint, and the 
notes delivered by each Company are the obligations solely 
of that Company. The Companies will cause the Facilities to 
be completed and upon completion of all of the transactions 
the Companies will have complete contro! of the operation of 
the Facilities and wili be responsible for the maintenance 
thereof. As of November 30, 1976, the actual coverage 
under Monongahela, PE and West Penn's respective Inden- 
ture is 4.38 times, 2.94 times and 2.59 times, respectively. If 
the issuance of the pollution control notes were included as 
first mortgage bonds, the pro forma coverage would be 4.24 
times, 2.87 times and 2.49 times, respectively. 


It is not possible to ascertain in advance precisely the interest 
rate which may be obtained in connection with the issuance 
of the Bonds. The Companies have been advised that the 
annual interest rate on tax-exempt bonds of the type to be 
sold by the Authority have been approximately 2% lower than 
the interest rate on taxable obligations of comparable quality. 


It is expected that the Authority will engage Goldman, Sachs 
& Co. to provide financial advice and, together with such 
other underwritiers as may be designated, underwrite the 
sale of the Bonds. Fees, commissions and expenses of the 
underwriters and legal counsei will be included in the total 
cost of the Facilities. The Companies have been informed 
that the Authority has legal authority to issue tax exempt 
revenue bonds in accordance with the proposed documenis. 
The Bonds may be in ‘either coupon or registered form and 
will bear interest semi-annually at rates to be determined. The 
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Bonds will be issued pursuant to the indentures which will 
provide for redemption, sinking funds, no-call and other 
appropriate provisions to be determined. The indenture will 
also provide that the proceeds of the sale of the Bonds by the 
Authority must be applied to the cost of the Facilities. 


The proceeds to be received by the Companies will be added 
to each of the Companies’ general funds to reimburse the 
treasury of each of the Companies for expenditures made in 
connection with the Facilities and are expected to be used as 
follows: (a) to complete construction of the Facilities and to 
pay fees and expenses associated therewith, (b) to pay or 
prepay, to the extent deemed desirable, short-term debt 
outstanding, if any, and (c) for the construction program of 
each of the Companies. 


The Public Service Commission of West Virginia and the 
Public Utilities Commission of Ohio has jurisdiction over the 
proposed issuance of the pollution control notes by Mononga- 
hela; the Public Utility Commission of Pennsylvania has 
jurisdiction over the proposed issuance of the pollution control 
notes by West Penn; the Public Service Commission of West 
Virginia, the State Corporation Commission of Virginia and 
the Public Service Commission of Maryland has jurisdiction 
over the proposed issuance of the pollution control notes by 
PE. The Department of Environmental Regulation of the 
State of Pennsylvania will be required to certify that the 
Facilities are being constructed and installed for water and air 
quality purposes. The Secretary of Commerce of the Com- 
monwealth of Pennsylvania is required to certify to the 
proposed transactions. No other State or Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 24, 1977, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. 


Any such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. A 
copy of such request should be served personally or by mail 
upon the applicant-declarant at the above stated address, 
and proof of service (by affidavit or, in the case of an attorney 
at law, by certificate) should be filed with the request. At any 
time after said date, the application-declaration, as filed or as 
it may be amended, may be granted and permitted to 
-become effective as provided in Rule 23 of the General Rules 
and Regulations permitted under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


‘George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19833/December 30, 1976 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CONSOLIDATED GAS SUPPLY CORPORATION 
CONSOLIDATED SYSTEM LNG COMPANY 
CNG PRODUCING COMPANY 

CNG RESEARCH COMPANY 

THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 


(70-5848) 


SUPPLEMENTAL ORDER AUTHORIZING ACQUISITION 
OF CAPITAL STOCK OF SUBSIDIARY COMPANY AND 
OPEN ACCOUNT ADVANCES TO SUBSIDIARY COMPA- 
NIES 


Consolidated Natural Gas Company (“Consolidated”), a reg- 
istered holding company, and certain of its subsidiary compa- 
nies, Consolidated Gas Supply Corporation, Consolidated 
System LNG Company (“LNG Company”), CNG Producing 
Company (“CNG Producing’), CNG Research Company 
(“CNG Research”), the East Ohio Gas Company, The Peo- 
ples Natural Gas Company, The River Gas Company, and 
West Ohio Gas Company, have filed with this Commission a 
post-effective amendment to the application-deciaration in 
this proceeding pursuant to Sections 6(a), 7, 9(a), 10, and 
12(b) of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 45 promuigated thereunder regarding the 
following proposed transactions. 


By orders in this proceeding dated June 1, 1976, and August 
2, 1976 (HCAR Nos. 19550 and 19636), the Commission 
authorized Consolidated and certain subsidiary companies to 
engage in various transactions in connection with the Consol- 
idated System's financing program for 1976. Further financing 
for the subsidiaries is now proposed as follows. 


It is stated that LNG Company will require short-term financ- 
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ing for construction of $11,000,000 in 1977 prior to the 
authorization of its financing program for that year. Therefore, 
Consolidated proposes to make open account advances to 
LNG Company for construction in amounts aggregating not 
more than $11,000,000 from time to time through May 31, 
1977, such open account advances to bear interest at the 
prime commercial rate of interest (presently 6.00%) at The 
Chase Manhattan Bank, N.A., in effect from time to time. The 
advances will be repaid through long-term financing which will 
be a part of an application-declaration requesting approval for 
the Consolidated System's financing program for 1977. 


Consolidated also proposes to make open account advances 
of up to $15,500,000 to CNG Producing, principally to finance 
exploration and development of Gulf offshore leases. Such 
advances will be made from time to time through May 31, 
1977, and will bear interest at the prime commercial rate of 
interest at The Chase Manhattan Bank, N.A., in effect from 
time to time. The advances, to the extent outstanding, will be 
repaid through long-term financing to be requested in the 
System's 1977 financing program. 


Finally, it is stated that CNG Research will require financing 
of $1,300,000 frorn Consolidated during the period January 
through May 1977. Consolidated intends to acquire for cash 
6,000 shares of common stock of CNG Research, $100 par 
value, aggregating $600,000, pursuant to the Commission's 
order of December 22, 1975, approving Consolidated’s acqui- 
sition of CNG Research (HCAR No. 19307). To complete 
said required financing, Consolidated and CNG Research 
now propose that CNG Research issue and sell 7,000 shares 
of its common stock, $100 par value, and Consolidated 
acquire for cash such shares at an aggregate par value of 
$700,000 prior to May 31, 1977. Any financing required by 
CNG Research subsequent to May 31, 1977, will be included 
in the Consolidated System’s filing with the Commission for 
its 1977 financing program. 


Consolidated also proposes that the Rule 24 certificates of 
notification regarding the proposed transactions be filed on a 
quarterly basis. No State or Federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR No. 
19784), and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
said application-declaration, as amended by said post-effec- 
tive amendment, be granted and permitted to become effec- 
tive: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-deciaration, as 
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amended by said post-effective amendment, be, and it here- 
by is, granted and permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for filing the 
certification thereunder is extended so as to allow filing on a 
quarterly basis. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19834/December 30, 1976 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 

COLUMBIA LNG CORPORATION 

COLUMBIA GAS DEVELOPMENT CORPORATION 
COLUMBIA GAS SYSTEM SERVICE CORPORATION 
Wilmington, Delaware 


COLUMBIA GAS TRANSMISSION CORPORATION 
Charleston, West Virginia 


COLUMBIA GAS OF GHIO, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 
COLUMBIA GAS OF MARYLAND, INC. 
Columbus, Ohio 


COLUMBIA GULF TRANSMISSION COMPANY 
Houston, Texas 


COLUMBIA HYDROCARBON CORPORATION 
THE INLAND GAS COMPANY, INC. 
Ashland, Kentucky 


(70-5944) 


ORDER AUTHORIZING OPEN ACCOUNT ADVANCES TO 
SUBSIDIARY COMPANIES BY PARENT COMPANY IN 
CONNECTION WITH INTRASYSTEM PREPAYMENT OF 
PROMISSORY NOTES AND RELATED TRANSACTIONS 


The Columbia Gas System, Inc. (‘“Columbia”}, a registered 
holding company, and its wholly-owned subsidiary companies 
listed above, have filed an application-declaration and an 


























amendment thereto with this Commission pursuant to Sec- 
tions 6(b), 9(a), 10, and 12(b) of the. Public Utility Holding 
Company Act of 1935 (‘Act’) and Rule 45 promulgated 
thereunder regarding the following proposed transactions. 


It is stated that during the winter heating season Columbia's 
distribution subsidiary companies generate substantia! 
amounts of cash in excess of current requirements. During 
the same period, however, the transmission subsidiary com- 
panies generate lesser amounts of cash and have generally 
large construction expenditures, requiring Columbia to ad- 
vance funds to such subsidiary companies. In recent years, 
the Commission has authorized open account advances by 
Columbia to subsidiary companies and certain related trans- 
actions which are designed to alleviate this situation. The 
present filing requests authorization to continue such transac- 
tions during the calendar year 1977. 


It is proposed that the subsidiary companies listed below will 
prepay from time to time prior to the end of 1977, with excess 
cash in aggregate amounts not to exceed the amounts set 
forth below, a portion of their outstanding installment promis- 
sory notes (‘Notes’) held by Columbia. The following 
amounts represent the estimated aggregate maximum ex- 
cess funds that such companies are expected to accumulate 
at any one time during the year 1977: 


Columbia Gas System Service Corporation .. $ 3,000,000 
Columbia Gas Transmission Corporation .... 250,000,000 
Columbia Gas of Pennsylvania, Inc. ........ 30,000,000 
Columbia Gas of New York, Inc. ........... 5,000,000 
Columbia Gas of Maryland, Inc. ............ 4,000,000 
Columbia Gas of Kentucky, Inc. ............ 6,000,000 
Columbia Gas of Virginia, Inc. ............. 3,000,000 
Columbia Gas of West Virginia, Inc. ........ 20,000,000 
Columbia Gas of Ohio, Inc. ................ 75,000,000 
Columbia Gulf Transmission Company ...... 40,000,000 
Columbia Hydrocarbon Corporation......... 3,854,000 
The Inland Gas Company, Inc. ............ 3,200,000 
Columbia LNG Corporation ................ 61,000,000 
Columbia Gas Development Corporation .... 31,500,000 
Total 


aa ars fone Meee re oo Stes $535,554,000 


The Notes (“‘Irdebtedness”) prepaid by the individual compa- 
nies will be those bearing the highest interest rate or rates 
outstanding at the time of each prepayment. Interest on such 
Indebtedness will cease upon prepayment and recommence 
upon reissuance. As any of such companies require funds for 
construction and other corporate purposes after prepayment, 
it is proposed that advances be made to them on open 
account by Columbia, provided that at no time will the amount 
of such advances to any subsidiary exceed the amount of 
Indebtedness theretofore prepaid by it, less any current 
maturities applicable to prepaid Notes which would have 
matured subsequent to the date of prepayment. 


The open account advances to any subsidiary company will 


bear interest commencing on the date of the advances, at the 
same rate or rates as borne by the equivalent principal 
amounts of Indebtedness previously prepaid by it during 
1977, but in reverse order to that of the prepayments, i.e., 
beginning from the lowest rate payable on the Indebtedness 
previously prepaid to the highest rate. Interest on the open 
account advances will become due on June 30, 1977, and 
December 31, 1977, and/or on the date such advances are 
repaid by the issuance of Notes. It is further proposed that 
advances on open account to individual subsidiary compa- 
nies will be increased or decreased from time to time in 
accordance with variations in the cash flow of the individual 
subsidiary companies. The proposed advances will not be in 
excess of the Indebtedness prepaid theretofore. At such time 
as the advances to any subsidiary company equal the 
aggregate amount of the Indebtedness prepaid by it, or in any 
event not later than December 31, 1977, such prepaid 
Indebtedness will be reinstated in repayment of the outstand- 
ing open account advances 


Financing of construction or gas storage programs of any 
operating subsidiary company pursuant to Commission au- 
thorization will not be consummated until such time as 
advances have been made in amount equal to the amount of 
Indebtedness prepaid. Any subsidiary company which during 
1977 has borrowed on open account from Columbia an 
amount smalier than the amount of Indebtedness theretofore 
prepaid by it will, on December 31, 1977, reinstate its 
Indebtedness to Columbia in an amount sufficient to dis- 
charge its open account borrowings, and the balance of its 
prepaid Indebtedness will be considered to have been per- 
manently prepaid. Such permanent prepayment would be 
applied against Indebtedness bearing the highest interest 
rates and would be consummated only with respect to 
Indebtedness bearing interest at a rate equal to or in excess 
of the rate applicable to borrowings by subsidiary companies 
from Columbia as of December 31, 1977. In the event that a 
permanent prepayment by any subsidiary company would be 
indicated with respect to Notes bearing an interest rate less 
than the rate appiicabie to debt purchased by Columbia from 
subsidiary companies at December 31, 1977, such Notes wil! 
be reissued by the subsidiary company at or before the end 
of 1977. 


It is stated that the proposed transactions are designed to 
achieve the following: (1) flexibility to prepay at the earliest 
possible date inventory loans with commercial banks and 
other short-term borrowings, (2) deferment of outside financ- 
ing until aggregate system funds approach a minimum bal- 
ance, (3) facilitate the internal financing of emergency 
requirements, and (4) allow subsidiaries, during any period in 
which they have excess cash, to temporarily prepay Notes 
owed Columbia, thereby decreasing their own net corporate 
interest expense. 


The Public Service Commission of West Virginia has author- 
ized the prepayment and reissuance of prepaid Notes by 
Columbia Gas of West Virginia, Inc.; the Public Service 
Commission of New York has authorized the reissuance of 
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prepaid Notes by Columbia Gas of New York, Inc.; the Public 
Service Commission of Kentucky has authorized the reissu- 
ance of prepaid Notes by Columbia Gas of Kentucky, Inc.; 
and the State Corporation Commission of Virginia has author- 
ized the reissuance of prepaid Notes by Columbia Gas of 
Virginia, inc. No other State or Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19793), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 


IT {S ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19835/December 30, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
SYSTEM FUELS, INC. 

LOUISIANA POWER & LIGHT COMPANY 
NEW ORLEANS PUBLIC SERVICE INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Mississippi 


(70-5941) 


ORDER AUTHORIZING PROPOSED ISSUANCE AND 
SALE OF NOTES BY FUEL-SUPPLY SUBSIDIARY TO 
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SYSTEM OPERATING COMPANIES AND PROPOSED 
GUARANTEES AND SERVICES FOR SAID FUEL-SUPPLY 
SUBSIDIARY 


System Fuels, Inc. (“SFI”), a jointly-owned, nonutility, fuel- 
supply subsidiary company of Arkansas Power & Light Com- 
pany, Louisiana Power & Light Company, Mississippi Power 
& Light Company, and New Orleans Public Service, Inc. 
(collectively referred to as ‘Operating Companies”), each an 
electric utility subsidiary company of Middle South Utilities, 
Inc. (“Middle South”), a registered holding company, and the 
above-named companies have filed an application-declara- 
tion and an amendment thereto with this Commission pur- 
suant to Sections 6(a), 7, 9(a), 10, 12(b), and 13 of the Public 
Utility Holding Company Act of 1935 (‘Act’) and Rules 45 
and 86 promulgated thereunder regarding the following pro- 
posed transactions. 


Since its organization in 1972, SFi has carried out an 
extensive program for the procurement, storage, and trans- 
portation of fuel for the Operating Companies and also for 
Arkansas-Missouri Power Company, the other operating sub- 
sidiary of Middle South. By orders in another proceeding 
dated December 17, 1973, and December 24, 1975 (HCAR 
Nos 18221 and 19314), the Commission authorized borrow- 
ings by SFI from the Operating Companies under a Loan 
Agreement through December 31, 1976, to be used by SFI to 
finance those fuel procurement, storage, and handling pro- 
grams entered into by SFI in the ordinary course of its fuel 
supply business and not requiring special authorization or 
separate financing. 


SFI now proposes to extend the term of said Loan Agree- 
ment to December 31, 1977, in order to finance, in part, 
transactions entered into by it in the ordinary course of its fuel 
supply business. SFI contemplates that it will continue to 
require up to $130,000,000 of borrowings under the Loan 
Agreement in 1977, of which $20—24,000,000 is estimated 
to be outstanding at December 31, 1976, and $60,000,000 is 
for procurement, $3,600,000 is for storage facilities, 
$2,400,000 is for transportation facilities, and $40,000,000 is 
for repayment of bank loans incurred in financing fuel-oil 
inventory and other capital expenditures. Other than the date 
of expiration, the terms of the Loan Agreement, as previously 
authorized, would remain unchanged. 


Each of the Operating Companies will provide for each loan 
under the Loan Agreement an amount in such proportion as 
its kwh sales for the preceding calendar year bear to the total 
kwh sales of the Operating Companies for that year, com- 
puted in both cases by including sales to rural electric 
cooperatives and municipalities but excluding sales to other 
public utilities. These loans will be evidenced by SFI notes 
bearing interest at an annual rate, adjusted monthly on the 
first day of each month, equal to the highest annual rate of 
interest for such month borne by any short-term bank borrow- 
ings of the particular Operating Company making the loan on 
the last day of the preceding month, or if no such bank 
borrowings are outstanding, the prevailing prime commercial 
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rate generally charged by commercial banks in New York City 
to responsible and substantial corporate borrowers. Each 
note will be prepayable in any amount without premium or 
penalty and will mature not later than 25 years after its date 
of issue; provided, however, that all notes representing each 
borrowing shall mature on the same date. 


SFI and the Operating Companies have found the flexibility 
resulting from certain authorizations previously granted by the 
Commission to SFI in the ordinary course of its fuel supply 
business to be of great use in the economical and efficient 
supply of fuel for the Middle South System. Accordingly, SFI 
further proposes that authorization be extended during the 
year 1977 for the following: 


1. The Operating Companies, in connection with a 
transaction in the ordinary course of SFI’s fuel supply 
business and not involving the issuance of a security, 
to assure any party contracting with SFI that the 
Operating Companies will, in accordance with their 
respective shares of ownership of the Common Stock 
of SFi, take such action as may be appropriate from 
time to time to keep SFI in a sound financial condition 
so that it may discharge its obligations under the 
particular contract; 


2. In situations where the assurance of the Operating 
Companies referred to in (1) above is insufficient, to 
have Middle South guarantee the performance by SFI 
of its obligations under contracts so long as guarantees 
of Middle South outstanding at any one time in respect 
of all System companies do not exceed $75,000,000, 
excluding guarantees otherwise specifically authorized 
by the Commission, and 


3. To have personne! employed by the other compa- 
nies in the System perform services for SFI! at cost 
where it is more economical and efficient for such 
personnel to perform such services. 


SFi requests authority to file certificates of notification re- 
quired under Rule 24 on a quarterly basis with respect to the 
progress of its Fuel Program. SFI states that it will furnish the 
Commission on or before December 1, 1977, a copy of its 
budget and projected cash flow statement for the next 
succeeding calendar year. 


No State or Federal commission, other than this Commission, 
has jurisdiction over the proposed transactions, except that 
Arkansas Power & Light Company has had to file pertinent 
information relating to its participation in the proposed trans- 
actions with the Arkansas Public Service Commission. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19786), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 


and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act, 
except that the time for filing the certification thereunder with 
respect to the proposed transactions is extended as re- 
quested so as to allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19836/December 30, 1976 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
MIDDLE SOUTH ENERGY, INC. 
New Orleans, Louisiana 


(70-5933) 


ORDER AUTHORIZING SUBSIDIARY COMPANY TO IS- 
SUE AND SELL COMMON STOCK TO ITS PARENT HOLD- 
ING COMPANY 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, and a wholly owned subsidiary company, 
Middle South Energy, Inc. (“MSEI”), have filed an application- 
declaration with this Commission pursuant to Sections 6(a), 
7, 9(a), 10 and 12(f) of the Public Utility Holding Company Act 
of 1935 (“Act”), and Rules 43 and 50(a)(3) promuigated 
thereunder as applicable to the proposed transaction. 


MSEI proposes to issue and sell to Middle South, and Middle 
South proposes to purchase, from time to time through 
December 31, 1977, up to 75,000 additional shares of its 
presently authorized but unissued common stock, no par 
value (“Common Stock”) at a price of $1,000 per share for an 
aggregate maximum cash purchase price of $75,000,000. 
MSEI will apply the proceeds of such sale to its costs 
incurred in the construction of the Grand Gulf Nuciear Electric 
Station project (“Grand Gulf Project’), a two-unit nuclear 
plant having a projected aggregate capability of 2,500 MW 
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presently under construction at a site on the Mississippi River 
near Vicksburg, Mississippi. The contemplated sales of the 
Common Stock will be made in increments to be determined 
by MSEI and Middle South. Such sales will be timed to 
coincide with MSEI’s cash needs, which are primarily deter- 
mined by the nature and pace of construction on the Grant 
Gulf Project. 


As of November 11, 1976, MSEI had issued and sold 
142,500 shares of its common stock, no par value, to Middle 
South for an aggregate cash consideration of $142,500,000 
pursuant to Commission orders, HCAR Nos. 18437, 18936, 
19092, 19134, 19354 and 19699. MSEI has Commission 
authority to issue and sell an additional 7,000 shares of its 
common stock, no par value, to Middle South on or prior to 
December 31, 1976, HCAR Nos. 19699 and 19729. 


To the extent funds are required from external sources to 
acquire the Common Stock, Middie South will obtain such 
funds through the issuance and-sale of its unsecured short- 
term promissory notes issued under a revolving credit agree- 
ment dated as of June 1, 1976, with a group of banks headed 
by Manufacturers Hanover Trust Company, New York, New 
York, as authorized by the Commission’s Order dated June 
14, 1976, HCAR No. 19570, or through extensions thereof or 
such other forms of financing as may be approved by the 
Commission. 


It is stated that no State commission and no Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. It is also stated that the issuance and 
sale of the Common Stock by MSEI is exempted from the 
competitive bidding requirements of Rule 50 by reason of 
subsection (a)(3) thereof. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19790), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 


'T IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended, be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act, 
except that the time for filing the certification thereunder with 
respect to the proposed transactions is extended so as to 
allow filing after each sale of common stock. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19837/January 3, 1977 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
P. O. Box 1631 
Wilmington, Delaware 19899 


CENTRAL POWER AND LIGHT COMPANY 
P. O. Box 2121 
Corpus Christi, Texas 78403 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P. O. Box 201 
Tulsa, Oklahoma 74102 


SOUTHWESTERN ELECTRIC POWER COMPANY 
P. O. Box 21106 
Shreveport, Louisiana 71156 


(70-5955) 


NOTICE OF PROPOSED CAPITAL CONTRIBUTIONS BY 
HOLDING COMPANY TO SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that Central and South West 
Corporation (“CSW”), a registered holding company and 
Central Power and Light Company, (“CP&L”), Public Service 
Company of Oklahoma (“PSO”) and Southwestern Power 
Company (“SWEPCo’”), all wholly-owned subsidiaries of 
CSW, have filed an application-declaration with this Commis- 
sion pursuant to the Public Utility Holding Company Act of 
1935 (‘‘Act”), designating Sections 6(a), 7, 9, 10 and 12(f) of 
the Act and Rules 43 and 45, promulgated thereunder as 
applicable to the proposed transaction. All interested persons 
are referred to the application-declaration, which is summa- 
rized below, for a complete statement of the proposed 
transaction. 


CSW proposes to make capital contribution to three of its 
wholly-owned subsidiaries, CP&L, PSO and SWEPCo, in the 
following amounts: 


CP&L $40,000,000 
PSO 30,000,000 
SWEPCO 10,000,000 
Total $80,000,000 


The full amount of the capital contribution to each subsidiary 
will be added to its common stock stated capital account and 
will be used together with other funds toward its 1977 
construction and fuel exploration and development expendi- 
tures. The estimated amount of such expenditures are as 
follows: 


























CP&L PSO SWEPCO 
Generation ..... $181,846,000 $ 91,025,000 $ 61,925,000 





Transmission ... 10,593,000 19,238,000 22,449,000 
Distribution and 

other plant... 19,237,000 24,751,000 15,806,000 
Fuel exploration 
and develop- 

Mente sce 9,132,000 9,668,000 12,617,000 

B fo (= | vere $220,808,000 $144,682,000 $112,107,000 


It is stated that no state commission and no federal commis- 
sion, other than this Commission, has any jurisdiction with 
respect to the proposed transaction. It is stated that the fees 
and expenses to be incurred in connection with the proposed 
transaction are estimated at $2,550, including legal fees of 
$500. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 27, 1977, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, and reasons for such request, and the issues of fact 
or law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon the 
applicants-declarants at the above-stated addresses and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-declaration, as it may be 
amended, may be granted and permitted to become effective 
as provided in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19838/January 3, 1977 


In the Matter of 
ALLEGHENY PITTSBURGH COAL COMPANY 


WEST PENN POWER COMPANY 
Greensburg, Pennsylvania 


MONONGAHELA POWER COMPANY 
Fairmont, West Virginia 


THE POTOMAC EDISON COMPANY 
Hagerstown, Maryland 


(70-5519) 


SUPPLEMENTAL ORDER AUTHORIZING OPEN AC- 
COUNT ADVANCES TO SUBSIDIARY COAL COMPANY 


The Potomac Edison Company (“PE”), Monongahela Power 
Company (“Monongahela”), and West Penn Power Company 
(“West Penn’), electric utility subsidiary companies of Alle- 
gheny Power System, Inc., a registered holding company, 
and Allegheny Pittsburgh Coal Company (“AP Coal’), a 
jointly-owned subsidiary of West Penn, Monongahela, and 
PE, have filed with this Commission a post-effective amend- 
ment to the application-declaration in this proceeding pur- 
suant to Section 12(b) of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rule 45 promulgated thereunder 
regarding the following proposed transactions. 


By orders in this proceeding dated October 2, 1974, and 
January 2, 1976 (HCAR Nos. 18593 and 19327), applicants- 
declarants were authorized to enter into a series of transac- 
tions including the purchase by AP Coal of a coai mine 
(“Cowen mine”). West Penn, PE, and Monongahela were 
authorized to make open account advances in a total aggre- 
gate amount of up to $14,000,000 (in proportion to their 
respective ownership of AP Coal) to finance partially the 
Cowen mine and for certain other purposes. Jurisdiction was 
reserved in the order of October 2, 1974, with respect to the 
permanent financing of AP Coal and the price to be charged 
by AP Coal for coal sales to system companies. 


It is now proposed that Monongahela, West Penn, and PE 
make additional open account interest bearing advances (in 
proportion to their ownership interests in AP Coal) to AP Coal 
in an amount not to exceed $3.4 million, which sum will 
enable AP Coal to make the second annual installment 
payment of $2,500,000 for the Cowan Mine due January 3, 
1977, and which will provide AP Coal with funds necessary to 
pay real estate taxes, licensing fees, and expenses in con- 
nection with obtaining permits and the like. In all other 
respects the transactions remain unchanged. 


The West Virginia Public Service Commission and the State 
Corporation Commission of Virginia have authorized the 
proposed advances. No other State commission and no 
Federal commission, other than this Commission, has juris- 
diction over the proposed transactions. 


Due notice of the filing of said post-effective amendment to 
the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR No. 
19780), and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act and 
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the rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
said application-declaration, as amended by said posteffec- 
tive amendment, be granted and permitted to become effec- 
tive: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said application-declaration, as 
amended by said post-effective amendment, be, and it here- 
by is, granted and permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Ruie 24 
promulgated under the Act and subject further to the reserva- 
tion of jurisdiction over the permanent financing of AP Coal 
and pricing of Coal previously ordered in this proceeding. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19839/January 4, 1977 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


(70-5938) 


ORDER APPROVING ISSUANCE AND SALE OF COMMON 
STOCK AT COMPETITIVE BIDDING 


Middle South Utilities, Inc. (“Middle South”), a registered 
holding company, has filed a declaration and amendments, 
thereto, with this Commission pursuant to Sections 6(a) and 
7 of the Public Utility Holding Company Act of 1935 (“Act”), 
and Rule 50 promulgated thereunder regarding the following 
proposed transaction. 


Middle South proposes to issue and sell at competitive 
bidding 8,000,000 shares of its authorized but unissued 
common stock, par value $5 per share (Additional Common 
Stock) to underwriters or investment bankers who will agree 
promptly to make a public offering thereof. Middle South 
estimates that the sale will result in aggregate cash proceeds 
of approximately $135,000,000. The net proceeds from the 
sale of the Additional Common Stock will be applied toward 
the repayment of the outstanding bank loans made to Middle 
South, pursuant to the Credit Agreement between Middle 
South and various commerical banks dated as of June 1, 
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1976. The amount of such bank loans presently estimated to 
be outstanding at the time of the sale is $182,500,000. 


The fees and expenses to be incurred in connection with this 
transaction are estimated at $320,000 including legal fees of 
Middle South’s counsel $50,000, and auditor's fees of 
$30,000. The fee of counsel for the purchaser of the Addi- 
tional Common Stock is estimated at $30,000 and will be paid 
by the successful bidder. No State or Federal commission, 
other than this Commission, has jurisdiction over the pro- 
posed transaction. 


Due notice of the filing of said amended declaration has been 
given in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 19781), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as amended, 
be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of the 
Act and rules thereunder, that said declaration, as amended, 
be, and it hereby is, permitted to become effective forthwith, 
subject to the terms and conditions prescribed in Rules 24 
and 50 promulgated under the Act. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19840/January 6, 1977 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
P. O. Box 2333 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY 
P. O. Box 1111 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
36 Main Street 
Brockton, Massachusetts 02403 





FALL RIVER ELECTRIC LIGHT COMPANY 
85 North Main Street 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
P. O. Box 391 
Fall River, Massachusetts 02722 


(70-5388) 


NOTICE OF PROPOSED EXTENSION OF BANK BOR- 
ROWING BY SUBSIDIARY COMPANY AND PROPOSED 
CHANGE IN INTEREST RATE ON THE BORROWING 


NOTICE IS HEREBY GIVEN that Eastern Utilities Associates 
(“EVA”), a registered holding company, and its electric utility 
subsidiary companies, Blackstone Valley Electric Company 
(“Blackstone”), Brockton Edison Company (‘Brockton’), Fall 
River Electric Light Company (‘Fall River’) and Montaup 
Electric Company (“Montaup”), have filed a post-effective 
amendment to their application-declaration, as previously 
filed and amended in this proceeding with this Commission 
designating Sections 6(a), 7, 9(a), 10, 12(b), 12(c) and 12(f) 
of the Act and Rules 43(a) and 45(a) promulgated thereunder 
as applicable to the proposed transactions. All interested 
persons are referred to the application-declaration, as further 
amended by said post-effective amendment, which is sum- 
marized below, for a complete statement of the proposed 
transaction. 


By prior orders issued in this proceeding, EUA has been 
authorized to enter into a series of transactions designed to 
effect the transfer of Blackstone’s proportionate ownership in 
the securities of Montaup, the EUA system generating com- 
pany, to Brockton, with the result that Brockton now owns 
87.87% of Montaup. Fall River, EUA’s other electric utility 
subsidiary, now owns 12.13% of Montaup’s securities under 
the new arrangement. 


As a part of this reorganization program, Blackstone has 
been, authorized in this proceeding (order dated February 19, 
1975, HCAR No. 18817) to borrow $25,000,000 from The 
Chase Manhattan Bank (N.A.) (“Chase”). Blackstone origi- 
nally issued Chase its note in that amount, maturing on 
February 16, 1976, and bearing interest at 115% of the prime 
rate in effect at Chase from time to time. By order dated 
February 12, 1976 (HCAR No. 19386) Blackstone was au- 
thorized to extend the maturity of the note for a one year 
period. The note is secured by a second mortgage on certain 
properties of Blackstone, said second mortgage being sub- 
ject, among other encumbrances, to the prior lien of Black- 
stone’s Indenture of Mortgage and Deed of Trust dated as of 
November 1, 1943. No compensating balance is required in 
connection with this borrowing. 


Proceeds of the loan have been used by Blackstone to 
reduce open account advances to Blackstone from EUA. 
EUA applied the funds so received to reduce its short-term 
bank borrowings. 


By post-effective amendment filed in this proceeding, it is now 
proposed that (i) the term of the Chase note be further 
extended for a one year period to approximately February 6, 
1978, and (ii) that the interest rate on the note be changed to 
a rate per annum equal to 115% of the sum of (a) the prime 
rate in effect at Chase from time to time and (b) one-half of 
one percent. No compensating balance will be required in 
connection with the extension of the Chase loan. Assuming a 
prime rate at Chase of 6%, the effective interest cost of the 
note, as revised and extended, would be 7.475%. It is stated 
that Blackstone had originally intended to convert that Chase 
note into a longer term secured obligation, but that restric- 
tions on consolidated capitalization ratios contained in EUA’s 
bond indenture make it impossible at the present time to 
extend the Chase note for more than one year. 


It is stated that the Public Utilities Commission of the State of 
Rhode Island has jurisdiction over the proposed extension of 
the Chase loan to Blackstone and that no other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 
Any fees and expenses to be incurred in connection with the 
proposed transaction will be supplied by amendment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 31, 1977, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said application-declaration, as further 
amended by said post-effective amendment, which he de- 
sires to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail upon the 
applicants-declarants at the above-stated addresses, and 
proof of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any time 
after said date, the application-deciaration, as further 
amended by said post-effective amendment, or as it may be 
further amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19841/January 6, 1977 


In the Matter of 


ARKANSAS-MISSOURI POWER COMPANY 
ASSOCIATED NATURAL GAS COMPANY 
405 West Park Street 

Blytheville, Arkansas 72315 


(70-5902) 


NOTICE OF PROPOSALS BY SUBSIDIARY UTILITY COM- 
PANIES TO ISSUE AND SELL FIRST MORTGAGE BONDS; 
REQUEST FOR EXCEPTION FROM COMPETITIVE BID- 
DING 


NOTICE IS HEREBY GIVEN that Arkansas-Missouri Power 
Company (‘“Ark-Mo”), a subsidiary holding company of Mid- 
dle South Utilities, Inc. (“Middle South”), a registered holding 
company, and Ark-Mo’s subsidiary gas utility company, Asso- 
ciated Natural Gas Company (“Associated”), have filed a joint 
application-declaration and an amendment thereto pursuant 
to the Public Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6 and 7 of the Act and Rule 50(a)(5) 
promulgated thereunder as applicable to the following pro- 
posed transactions. All interested persons are referred to the 
amended joint application-deciaration, which is summarized 


below, for a complete description of the proposed transac- 
tions. 


Ark-Mo is principally an electric utility company operating in 
northeastern Arkansas and portions of Missouri. Ark-Mo 
serves gas to communities in the same territory. Its subsid- 
iary, Associated, distributes gas in scattered areas of Mis- 
souri, for the most part outside of Ark-Mo’s territory, although 
its largest group of properties are connected with Ark-Mo’s 
gas system. At June 30, 1976, Ark-Mo’s net electric plant was 
$46,952,124, and its net gas plant was $11,623,973. Approxi- 
mately $4 million of Ark-Mo’s gas plant represents the 
depreciated book cost of a liquified natural gas (LNG) facility 
located near Blytheville, Arkansas, on the Missouri-Arkansas 
border, which is used by both Ark-Mo and Associated to meet 
their peak-day requirements. Associated’s transmission and 
distribution facilities had a depreciated book cost of 
$9,975,994 as of June 30, 1976. Ark-Mo and Associated 
together provide gas service to 90 communities in northeast 
Arkansas and southeast Missouri. Their combined gas sys- 
tem consists of approximately 564 miles of transmission lines 
and 1,273 miles of distribution lines. For the twelve months 
ended June 30, 1976, reported gas revenues were 
$7,371,069 for Ark-Mo and $9,465,420 for Associated. 


The capitalization of the two companies at June 30, 1976 
was: 





Ark-Mo Associated Consolidated 
Long-term Debt ............... $21,304,890 35.4% $1,058,000 11.4% $22,362,890 35.0% 
Snorterm Debt... .... 6 ec. 12,250,000 20.4% 2,750,000 29.6% 15,000,000 23.5% 
KSOMNVION SHOCK ck. 2 ee 19,213,315 971,275 19,213,315 
Retained Earnings ............. 7,281,918 44.2% 4,510,334 59.0% 7,281,918 41.5% 
Wit 35 Sis foc ats $60,050,123 100.0% $9,289,609 100.0% $63,858,123 100.0% 


Ark-Mo’s investment of $5,772,570 in the stock of Associated 
represents 9.6% of its corporate capitalization. 


By order dated May 5, 1971 (HCAR No. 17116), the Commis- 
sion approved Middle South's acquisition of the outstanding 
common and preferred stock of Ark-Mo, subject to certain 
conditions. One of those conditions required that Middle 
South dispose of any direct or indirect interest in the gas 
utility properties of Ark-Mo and Associated. In compliance 
with that order, Ark-Mo and Associated commenced in 1973 
an effort to sell the gas properties. Ark-Mo was granted an 
exception from the competitive bidding requirements of Rule 
50 with respect to the outstanding common stock of Associ- 
ated to permit it to consider offers for either the assets or the 
stock of that company. (HCAR No. 17944, April 26, 1973). 


The solicitation of offers during 1974 was not productive. Two 
offers for all of the gas properties were considered wholly 
inadequate. Ten offers for various portions of the properties 
were also unacceptable. Ark-Mo concluded that acceptance 
of such partial offers would have seriously inpaired its ability 
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to continue adequate gas service to the communities not 
covered by the offers and would have depreciated the value 
of those properties. Further negotiations with the principal 
offerors during 1975 and the first part of 1976 in an effort to 
avoid such adverse effects were also unsuccessful. 


Ark-Mo and Associated consider that further attempts to sell 
the gas properties at this time would be fruitless and that 
underlying uncertainties as to gas supply inhibit reasonable 
offers. The continued divided ownership of the gas properties 
between Ark-Mo and Associated distorts the capital structure 
of both companies and has inhibited proper financing. Shori- 


term debt, aggregating $15 million at July 30, 1976, requires 
refunding. 


Accordingly, Ark-Mo and Associated intend to proceed with a 
plan whereby all of the gas properties owned and operated 
by Ark-Mo will be transferred to Associated at the net 
depreciated cost on the date of closing, so that, upon 
completion of their transfer, Associated will own and operate 
all of the gas properties presently owned and operated by 


























both companies. The proposed transfer of the gas properties 
by Ark-Mo to Associated will consolidate into one corporate 
entity gas properties which, except for some isolated opera- 
tions of Associated, have been operated as an integrated 
system. It is stated that the consolidation will simplify pro- 
ceedings before regulatory agencies and enable Associated, 
as an expanded gas utility, to establish an operating record 
which can lead to a plan for the eventual divestiture of 
Associated or its assets. 


To finance a portion of the acquisition cost of the gas 
properties and other transactions, Associated proposes to 
issue and sell, in a private negotiated sale, $4.5 million of its 
first mortgage bonds. Associated presently contemplates 
raising the additional funds needed by issuing and selling to 
Ark-Mo for cash 1,500,000 additional shares of its common 
stock for $1,500,000 and a $4 million subordinated note, and 
by arranging for a sale and leaseback of the LNG facility 
acquired from Ark-Mo. Associated will apply the proceeds of 
those transactions, together with funds from internal sources, 
totaling about $14 million, to purchase the gas properties at 
their net depreciated book cost (about $11.6 million at June 
30, 1976) and to retire its short-term debt which, at June 30, 
1976, was $2,750,000. 


Ark-Mo proposes to issue and sell, also by private placement, 
$8 million of its first mortgage bonds. It will apply the 
proceeds from the bond sale and from the sale of the gas 
properties (totaling approximately $19.6 million), together with 
funds generated internally, to purchase Associated’s common 
stock and subordinated note, to retire its own short-term debt 
(totaling $12,250,000 at June 30, 1976) and to meet its long- 
term debt obligations for 1977. 


The terms and conditions of the first mortgage bonds to be 
sold by Associated and Ark-Mo will be the subject of an 
amendment to this application. The issuance of Associated’s 
common stock and subordinated note, the transfer of the gas 
properties by Ark-Mo to Associated and the sale and lease- 
back of the Blytheville LNG facility will all be the subject of a 
supplemental application in this proceeding. 


Ark-Mo and Associated request exceptions from the competi- 
tive bidding requirements of Rule 50 under clause (a)(5) 
thereof in order to place their first mortgage bonds in a 
negotiated private sale. They note that each is a relatively 
small public utility company, that neither has used competitive 
bidding procedures in selling their securities since 1944, and 
that all of their outstanding long-term debt securities are 
privately held. They concluded that the competitive bidding 
requirements of Rule 50 would not be conducive to a 
successful sale of their debt securities. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 31, 1977, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest; the reasons for such request, and the issues of fact 
or law raised by said application-declaration, as amended, 
which he desires to controvert; or he may request that he be 


notified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. A 
copy of such request should be served personally or by mail 
upon the applicants-declarants at the above-stated address, 
and proof of service (by affidavit or, in case of an attorney-at- 
law, by certificate) should be filed with the request. At any 
time after said date, the application-declaration, as amended, 
or as it may be further amended, may be granted and 
permitted to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices or orders issued in this matter, including 
the date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19842/January 6, 1977 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 
Wilmington, Delaware 19807 


(70-5950) 


NOTICE OF PROPOSED AMENDMENT OF CHARTER 
AND SOLICITATION OF PROXIES 


NOTICE IS HEREBY GIVEN that The Columbia Gas Sys- 
tem, Inc. (“Columbia”), a registered holding company, has 
filed a declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘Act’), designat- 
ing Sections 6(a) and 7 of the Act and Rules 62 and 65 
promulgated thereunder as applicable to the following pro- 
posed transactions. All interested persons are referred to the 
declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


The declaration states that since March 1971 Citibank N.A., 
New York, N. Y., has been administering, as agent, a 
Dividend Reinvestment Plan (“Plan”) available to all Colum- 
bia common stockholders. Dividends and optional cash pay- 
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ments of participating stockholders have been reinvested 
through the purchase of common stock of Columbia by 
Citibank in the open market. The approximately 13,000 
shareholders currently participating in the Plan acquired 
91,284 shares of Columbia common stock in the calendar 
year 1975 through dividend reinvestment of $2,032,216 and 
optional cash payments of $289,395. 


In the present filing Columbia seeks authorization to amend 
its Certificate of Incorporation, as amended, (‘Charter’) to 
except from the preemptive rights provisions of the Charter 
the issuance of Columbia common stock to stockholders 
pursuant to stockholder dividend reinvestment plans. At the 
annual meeting of Columbia shareholders scheduled for April 
15, 1977, stockholders will be asked to approve the proposed 
amendment, and Columbia proposes to solicit proxies in 
connection therewith. The affirmative vote of the holders of at 
least a majority of the outstanding shares of common stock is 
required for the adoption of said amendment of the Charter. 


It is stated that, subject to further Commission authorization, 
Columbia intends to sell from time to time to Citibank for the 
Plan sufficient authorized but unissued shares of common 
stock for the reinvestment of dividends and investment of 
optional cash payments made under the Plan. Stockholders 
participating in the Plan would benefit to the extent that 
brokerage commissions on shares being bought by Citibank 
on the open market would be eliminated, and it is the 
intention of Columbia to absorb the agent's service charges. 
Columbia will benefit since it expects that large expenditures 
for gas supply planned for the future will necessitate the 
raising of large amounts of capital and the issuance of stock 
pursuant to the Plan will assist in maintaining the position of 
equity capital to debt capital required by Columbia's inden- 
tures by providing Columbia with another source of common 
equity capital 


It is stated that no State commission and no Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. The fees, commissions, and ex- 
penses related to the proposed transaction are estimated at 
$4,725. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 31, 1977, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said declaration which he desires to controv- 
ert; or he may request that he be notified if the Commission 
should order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request should be 
served personally or by mail upon the declarant at the above- 
stated address, and proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed with the 
request. At any time after said date, the declaration, as filed 
or as it may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
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may grant exemption from its rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this. matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 451/December 30, 1976 


The Securities and Exchange Commission has issued a 
notice giving interested persons until January 17, 1977 to 
request a hearing on an application by Canadian Pacific 
Limited pursuant to Section 310(b)(1) (ii) of the Trust Inden- 
ture Act of 1939 declaring that the trusteeship of Bank of 
Montreal Trust Company under two indentures of Canadian 
Pacific is not so likely to involve a material conflict of interest 
as to make it necessary to disqualify Bank of Montreal Trust 
Company from acting as trustee. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9585/December 29, 1976 


In the Matter of 


F.G. MUTUAL FUND, INC. 
NEW WORLD FUND, INC. 
4680 Wilshire Boulevard 

Los Angeles, California 90051 


(812-4052) 
ORDER PURSUANT TO SECTION 17(b) OF THE ACT 


EXEMPTING A PROPOSED TRANSACTION FROM SEC- 
TION 17(a) OF THE ACT 














On November 30, 1976, a notice was issued (Investment 
Company Act Release No. 9548) of the filing of an application 
on November 4, 1976, by F. G. Mutual, Inc. (“F.G.”) and New 
World Fund, Inc. (“New World”), both registered under the 
Investment Company Act of 1940 (‘Act’) as open-end, 
diversified investment companies, for an order, pursuant to 
Section 17(b) of the Act, exempting from the provisions of 
Section 17(a) of the Act the proposed sale by F.G. of 
substantially all of its assets to New World in exchange for 
shares of New World. On December 2, 1976, F.G. and New 
World filed an amendment to their application which con- 
tained certain minor modifications. All interested persons are 
referred to the application, as amended, on file with the 
Commission for a statement of the representations contained 
therein. 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered, it is fourd that the terms 
of the proposed transaction are reasonable and fair and do 
not involve overreaching on the part of any person con- 
cerned, and that the proposed transaction is consistent with 
the policies of F.G. and New World and with the general 
purposes of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed transaction as set forth in the application, as 
amended, be, and it hereby is, exempted from the provisions 
of Section 17(a) of the Act, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9586/December 30, 1976 


In the Matter of 


THOMSON & MCKINNON AUCHINCLOSS 
KOHLMEYER INC. 


and 


JAMES F. JOY 
One New York Plaza 
New York, N. Y. 10004 


File No. 812-4069 


NOTICE OF FILING°-OF APPLICATION PURSUANT TO 
SECTION 9(c) OF THE INVESTMENT COMPANY ACT OF 
1940 FOR EXEMPTION FROM SECTION 9(a) OF THE ACT 
AND ORDER OF TEMPORARY EXEMPTION PENDING 
DETERMINATION OF THE APPLICATION 


NOTICE IS HEREBY GIVEN that Thomson & McKinnon 
Auchincloss Kohlmeyer Inc. (“Thomson & McKinnon’), and 
James F. Joy (“Joy”) (sometimes hereinafter referred to as 
“Applicants”) have filed an application pursuant to Section 
9(c) of the Investment Company Act of 1940 (“Act”) for an 
order of the Commission exempting Applicants from Section 
9(a) of the Act, and for an order of temporary exemption 
pending the Commission's determination of the application. 
All interested persons are referred to the application on file 
with the Commission for a statement of the representations 
made therein which are summarized below. 


Thomson & McKinnon is a broker-dealer registered under the 
Securities Exchange Act of 1934 (‘(Exchange Act”) and an 
investment adviser registered under the Investment Advisers 
Act of 1940. Thomson & McKinnon states that it is currently 
acting as co-sponsor and co-manager of an offering of the 
securities of, and, accordingly, would be deemed a depositor 
and a principal underwriter of, National Municipal Trust, 
Seventeenth Series. Nationa! Municipal Trust (“NMT”) is a 
unit investment trust registered under the Act. Thomson & 
McKinnon also states that it acts and has acted in similar 
Capacities with respect to other registered investment compa- 
nies. 


Joy is a vice-president of, and, accordingly, would be deemed 
an affiliated person of, Thomson & McKinnon. Joy was 
formerly a partner of the brokerage firm of W.E. Hutton & 
Company, certain assets of which were acquired by Thom- 
son & McKinnon in 1974. During the period 1968-1970, Joy 
was an officer and director of National Student Marketing 
Corporation (“NSMC’). 


On February 3, 1972 the Commission commenced a civil 
action in the United States District Court for the District of 
Columbia entitled Securities and Exchange Commission v. 
National Student Marketing Corporation, et al., against 
some twenty (20) defendents, including Joy. The Complaint 
and First Amended Complaint therein were based upon acts 
and transactions which allegedly took place in 1968-1970 
while Joy was an officer and director of NSMC and alleged, 
with respect to Joy, violations of Section 10(b) and 14(a) of 
the Exchange Act, Rule 10b-5 promulgated thereunder, and 
Section 17(a) of the Securities Act of 1933 (‘Securities Act’). 
Neither Thomson & McKinnon nor W. E. Hutton & Company 
were named as defendants in the Complaint or First 
Amended Complaint or otherwise alleged to have been 
involved in the acts and transactions complained of therein. 


Joy, without admitting or denying any of the allegations of the 
Complaint and First Amended Complaint, has consented to 
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the entry of a Final Judgment of Permanent Injunction 
(“Consent Judgment”) terminating the action against Joy, 
with prejudice. The Consent Judgment was entered by the 
Court on December 30, 1976, and enjoins Joy and his 
agents, servants and assigns from violating the anti-fraud, 
reporting and proxy provisions of the federal securities laws. 
The Consent Judgment does not constitute an adjudication of 
any liability or wrongdoing by Joy. 


Section 9(a) of the Act, as here pertinent, makes it unlawful 
for any person, or any company with which such person is 
affiliated, to serve or act in the capacity of employee, officer, 
director, member of advisory board, investment adviser or 
depositor of any registered investment company, or principal 
underwriter for any registered open-end company, registered 
unit investment trust, or registered face-amount certificate 
company, if such person is, by reason of any misconduct, 
permanently or temporarily enjoined by order, judgment, or 
decree of any court of competent jurisdiction from engaging 
in or continuing any conduct or practice in connection with the 
purchase or sale of any security. 


Section 9(c) provides that upon application the Commission 
by order shall grant an exemption from the provisions of 
Section 9(a), either unconditionally or on an appropriate 
temporary or other conditional basis, if it is established that 
the prohibitions of Section 9(a), as applied to such person, 
are unduly or disproportionately severe or that the conduct of 
such person has been such as not to make it against the 
public interest or protection of investors to grant such applica- 
tion. 


Applicants state that although the Consent Judgment does 
not constitute an adjudication of any misconduct by Joy, the 
entry of a permanent injunction against Joy may nevertheless 
be deemed to impose upon Applicants the prohibitions set 
forth in Section 9(a) which would, among other things, make 
it unlawful for Thomson & McKinnon to continue to act as a 
depositor and a principal underwriter of NMT and in similar 
capacities with respect to other registered investment compa- 
nies. 


Applicants submit that, for the following reasons, the prohibi- 
tions of Section 9(a), to the extent applicable by virtue of the 
Consent Judgment, would be unduly and disproportionately 
severe as applied to Applicants and the conduct of Applicants 
has been such as not to make it against the public interest or 
protection of investors for the Commission, pursuant to 
Section 9(c), to enter an order granting Applicants, and any 
company or person of which either Applicant is or may 
become an affiliated person, a temporary exemption from the 
provisions of Section 9(a) pending the Commission’s determi- 
nation of this application and thereupon to enter an order 
granting Applicants, and any company or person of which 
either Applicant is or may become an affiliated person, the 
requested permanent exemption from the provisions of Sec- 
tion 9(a): 


(a) The Consent Judgment does not constitute an 
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adjudication of any liability or wrongdoing by Joy and 
wes entered with the consent of Joy for purposes of 
that action only, without admitting or denying the alle- 
gations of the Complaint and First Amended Complaint; 


(b) The prohibitions of Section 9(a) of the Act would 
deprive NMT and other registered investment compa- 
nies of the continuity of services rendered by Thomson 
& McKinnon as depositor and underwriter, which are 
important to those registered investment companies; 


(c) Neither Thomson & McKinnon, NMT nor the other 
registered investment companies for which Thomson & 
McKinnon acts as depositor and principal underwriter 
participated in the alleged acts or transactions set forth 
in the Complaint and First Amended Complaint; 


(d) Applicants have never before applied for an exemp- 
tion from the provisions of Section 9(a) of the Act. The 
Commission has considered the matter and finds that: 


(1) The prohibitions of Section 9(a) may be 
unduly or disproportionately severe as applied to 
Applicants and it would not be against the public 
interest or protection of investors to grant the 
application for a temporary exemption from Sec- 
tion 9(a) pending determination of the applica- 
tion; and 


(2) In order to maintain the services provided by 
Thomson & McKinnon to NMT and other regis- 
tered investment companies, it is necessary and 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act that the temporary order be issued forthwith. 


Accordingly, IT {S ORDERED, pursuant to Section 9(c) of the 
Act, that Thomson & McKinnon and Joy, and any company or 
person of which either is or may become an affiliated person, 
be and they hereby are temporarily exempted from any of the 
provisions of Section 9(a) of the Act operative as a result of 
the entry of the Consent Judgment against Joy in Securities 
and Exchange Commission v. National Student Marketing 
Corporation, et al., pending final determination by the Com- 
mission of the application for an order exempting Thomson & 
McKinnon and Joy, and any company or person of which 
either is or may become an affiliated person, from any of the 
provisions of Section 9(a) operative as a result of the entry of 
such Consent Judgment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 31st, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact or 
law proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 


























Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request shall be served personally or 
by mail upon Applicants, to the attention of John B. Meehan, 
Senior Vice President, at the address stated above. Proof of 
service (by affidavit or in case of an attorney-at-law by 
certificate) shall be filed contemporaneously with the request. 


| As provided by Rule O-5 of the Rules and Regulations 
| promulgated under the Act, an order disposing of the applica- 
| tion will be issued as of course following said date unless the 


Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postponement 
thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9587/December 30, 1976 


in the Matter of 


FOUNDERS OF AMERICAN INVESTMENT CORPORA- 
TION 

1031 East Battlefield Road 

Springfield, Missouri 65807 


and 


MURRAY WATSON, JR. 
JOHN HARRIS 

PAUL MCGINNIS 
ROBERT HAYMES 
ROY DUGGER 

820 Lake Air Drive 
Waco, Texas 76710 


(812-3848) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING A PROPOSED TRANSACTION FROM SEC- 
TION 17(a) OF THE ACT. 


Founders of American Investment Corporation (‘Founders’), 
registered under the Investment Company Act of 1940 (“Act”) 
as a closed-end, non-diversified, management investment 
company, and Murray Watson, Jr., John Harris, Paul Mc- 
Ginnis, Robert Haymes and Roy Dugger (hereinafter referred 
to collectively as the “Watson Group”) filed an application on 


August 14, 1975, and an amendment thereto on August 12, 
1976, for an order, pursuant to Section 17(b) of the Act, 
exempting from Section 17(a) of the Act the proposed 
purchase, at a price of $2.59 per share, by the Watson Group 
from Founders of 200,500 shares of the common stock of 
Founders Preferred Life Insurance Company (‘Founders 
Preferred”), a Texas company which is an affiliated person of 
Founders and of which the members of the Watson Group 
are affiliated persons. 


On December 6, 1976, a notice (Investment Company Act 
Release No. 9557) was issued of the filing of the application." 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that the terms 
of the proposed transaction, including the consideration to be 
paid and received, are reasonable and fair and do not involve 
overreaching on the part of any person concerned, and that 
the proposed transaction is consistent with the policy of 
Founders and with the general purposes of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed purchase by the Watson Group from Founders 
of 200,500 shares of the common stock of Founders Pre- 
ferred be, and hereby is, exempted from the provisions of 
Section 17(a) of the Act, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





'The notice stated that book value of insurance company 
shares in block purchase transactions, as a general rule, is 
now determined on the basis of Generally Accepted Account- 
ing Principles and cited Accounting Series Release No. 183 
(November 14, 1975). It should be further noted that in the 
case of companies in particular, book value of shares in block 
purchase transactions, as a general rule, is now similarly 
determined on the basis of Generally Accepted Accounting 
Principles. See Accounting Series Release No. 152 (Febru- 
ary 14, 1974). 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9588/December 30, 1976 


In the Matter of 
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FIDELITY CONVERTIBLE & SENIOR SECURITIES FUND, 
INC. 

82 Devonshire Street 

Boston, Massachusetts 02109 


(811-2222) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLARING 
THAT FIDELITY CONVERTIBLE & SENIOR SECURITIES 
FUND, INC. HAS CEASED TO BE AN INVESTMENT COM- 
PANY. 


NOTICE IS HEREBY GIVEN that Fidelity Equity-Income 
Fund, Inc. (“Applicant”), an open-end, diversified, manage- 
ment investment company registered under the Investment 
Company Act of 1940 (‘‘Act”), filed an application on July 1, 
1976, and an amendment thereto on December 21, 1976, 
pursuant to Section 8(f) of the Act, for an order of the 
Commission declaring that Fidelity Convertible & Senior 
Securities Fund, Inc. (“Fidelity Convertible’), an open-end, 
diversified, management investment company also registered 
under the Act, has ceased to be an investment company as 
defined in the Act. All interested persons are referred to the 
application on file with the Commission for a statement of the 
representations contained therein, which are summarized 
below. 


Applicant states that Fidelity Convertible was incorporated in 
the Commonwealth of Massachusetts on August 25, 1971, 
and registered under the Act on August 25, 1971. 


Applicant represents that on September 12, 1975, pursuant 
to an Amended Agreement of Merger which was approved by 
the shareholders of Fidelity Convertible on September 9, 
1975, Fidelity Convertible was merged with and into Applicant 
and the outstanding shares of Fidelity Convertible were 
converted into shares of Applicant. Applicant further repre- 
sents that Articles of Merger were filed with the Secretary of 
the Commonwealth of Massachusetts and that, pursuant to 
state law, on the effective date of the merger, title to and 
possession to all the estate, property, franchises and other 
interests of Fidelity Convertible vested in Applicant. Applicant 
states that Fidelity Convertible has no separate corporate 
existence, no assets and no shareholders. . 


Section 8(f) of the Act provides, in pertinent part, that when 
the Commission, upon application, finds that a registered 
investment company has ceased to be an investment com- 
pany, it shall so declare by order, and upon the effectiveness 
of such order, the registration of such company shall cease to 
be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 24, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may request 
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that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address stated 
above. Proof of such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of course 
following said date unless the Commission thereafter orders 
a hearing upon request or upon the Commission's own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9589/December 30, 1976 


In the Matter of 


G. T. PACIFIC FUND, INC. 
555 California Street 

Suite 2840 

San Francisco, California 94104 


(812-4049) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT FOR 
AN ORDER OF EXEMPTION FROM SECTIONS 15(a) and 
16(a) OF THE ACT. 


G. T. Pacific Fund, Inc. (“Applicant”), a Maryland corporation, 
registered under the Investment Company Act of 1940 
(“Act”), as a diversified, open-end management investment 
company, filed an application on October 29, 1976, and an 
amendment thereto on November 23, 1976, pursuant to 
Section 6(c) of the Act, for an order of exemption from 
Sections 15(a) and 16/(a) of the Act to the extent necessary to 
permit G. T. Capital Management Corporation (‘G. T. Man- 
agement’) to serve as investment adviser of Applicant pur- 
suant to a written investment advisory contract approved by 
Applicant's Board of Directors without the prior approval of 
the stockholders of Applicant, and to permit directors of 
Applicant to serve as directors without having been elected to 
such positions by the stockholders of Applicant, such exemp- 
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tions to be effective until the first meeting of stockholders to 
be held within 180 days after the effective date of Applicant's 
Form S-5 registration statement filed under the Securities Act 
of 1933. 


On December 2, 1976, a notice (Investment Company Act 
Release No. 9551) was issued of the filing of said application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the application is appropriate in the public interest 
and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT {S ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Sections 
15(a) and 16(a) of the Act, to the extent requested, be, and 
hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9590/December 30, 1976 


In the Matter of 


PARAMOUNT MUTUAL FUND, INC. 


and 


UNIFUND, INC. 
2441 Honolulu Avenue 
Montrose, California 91020 


NOTICE OF AMENDMENT TO APPLICATION PURSUANT 
TO SECTION 17(b) OF THE ACT FOR AN ORDER EX- 
EMPTING PROPOSED TRANSACTION FROM SECTION 
17(a) OF THE ACT. 


On December 16, 1976, there was issued a notice (Invest- 
ment Company Act Release No. 9576) of an application fiied 
on October 14, 1976, and amendments filed thereto on 


December 6, 1976 and December 13, 1976, by Paramount 
Mutual Fund, Inc. (“Paramount”), a Delaware corporation, 
and Unifund, Inc. (“Unifund’), a California corporation, (re- 
ferred to collectively as “Applicants’), both registered as 
diversified, open-end management investment companies 
under the Investment Company Act of 1940 (‘‘Act' ), request- 
ing an order pursuant to Section 17(b) of the Act exempting 
from the provisions of Section 17(a) of the Act a proposed 
merger of Unifund into Paramount. 


NOTICE IS HEREBY GIVEN that an additional amendment 
to said application was filed on December 22, 1976. To 
reflect the additional representations made in such amend- 
ment, for a statement of which all interested persons are 
referred to the application, as amended, on file with the 
Commission, the following material should be stricken from 
said notice: 


Applicants state that the portfolio of Unifund will contin- 
ually be reviewed to ascertain that all securities held by 
Unifund are compatible with Paramount's investment 
objective, and that, should any security held by Unifund 
be deemed to be incompatible with that objective, it will 
be sold prior to the merger. 


In its place, the following language should be inserted: 


Applicants state that Paramount invests primarily in 
“blue chip” securities, whereas Unifund has invested in 
securities which are more volatile in their price move- 
ments. In order to avoid delivery of securities to Para- 
mount which are not compatible with Paramount's 
investment objectives, Applicants state that any secu- 
rity held by Unifund which is incompatible with that 
objective will be sold prior to the merger. In this regard, 
Applicants assert that, based upon a review of Uni- 
fund’s portfolio, approximately 80% of Unifund’s portfo- 
lio is incompatible with that of Paramount and will 
therefore be sold and the proceeds reinvested. Such 
liquidation and reinvestment is expected by Applicants 
to result in brokerage expenses of approximately 
$40,000. Applicants assert, however, that the entire 
portfolio of Unifund would normaily be “turned over” in 
approximately eight months. 


Similarly, the following material should be stricken from said 
notice: 


it is estimated by Applicants that their combined ex- 
penses in the twelve months ended September 30, 
1976, assuming that the Applicants’ current investment 
advisory agreements had been in effect throughout the 
period, would have been reduced by more than 
$17,400 had the Funds been combined during that 
period. Applicants further assert that the increased rate 
of the combined fund also would provide it with certain 
other strengths and flexibilities including somewhat 
greater investment flexibility with respect to portfolio 
transactions. 
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Accordingly to the Application, each of the Applicants 
will bear its own expenses in connection with the 
merger. Such expenses are estimated by Applicants to 
be $15,000 in the aggregate, of which Unifund will bear 
$5,000 and the remainder of approximately $10,000 
will be borne by Paramount. 


In its place, the following language should be inserted: 


According to the application, the Funds investment 
advisory contracts, as affected by the Rules of the 
California Department of Corporations, require the 
Funds’ investment adviser to reimburse the Funds (1) 
to the extent the Funds’ expenses (excluding, among 
other things, costs incurred in connection with any 
merger) exceed 1'/2% of the Funds’ net assets each 
year, and (2) to the extent the Funds’ expenses 
(including such merger costs) exceed 2% of those 
assets. 


It is estimated by Applicants that their combined ex- 
penses in the twelve months ended September 30, 
1976, assuming that the Applicants’ current investment 
advisory agreements had been in effect throughout the 
period, would have been reduced by more than 
$17,400 had the Funds been combined during that 
period. However, in view of the aforementioned limita- 
tion on expenses during this fiscal year ended Septem- 
ber 30, 1976, Applicants state that TCA Management 
paid to the Funds a total of $19,545 as reimbursement 
of such excess expenses. 


Applicants thus submit that during the fiscal year ended 
September 30, 1976, the savings in expenses brought 
about by the merger would have incured to the benefit 
primarily of TCA Management and would not have 
resulted in any savings of out of pocket expenses to 
the Funds; if the expenses and the assets of the Funds 
continue to be the same as in the fiscal year ended 
September 30, 1976, the merger would not reduce the 
out of pocket expenses of the merged Funds them- 
selves. Nevertheless, it is the contention of the Appli- 
cants that the reduction in expenses of the Funds will 
benefit both Paramount and Unifund. In this regard, 
Applicants assert that Paramount has, over the years, 
paid substantially all its operating expenses and that 
the reimbursement to Paramount by TCA Management 
for excess expenses in the fiscal year ended Septem- 
ber 30, 1976, was only $1,627. Thus, Applicants argue, 
the ability to spread its fixed expenses over a larger 
asset base should serve to reduce Paramount's per 
share expenses in the future. Applicants further assert 
that the increased size of the combined fund also 
would provide it with certain other strengths and flexibil- 
ities including somewhat creater investment flexibility 
with respect to portfolio transactions. 


Applicants further submit that it is economically unfeasi- 
ble for any management company to manage the 
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affairs of a company such as Unifund; in support of this 
submission they assert that the total consideration 
received by TCA Management for managing Unifund 
for the latter's fiscal year ended September 30, 1976, 
was, after reimbursement of Unifund’s excess ex- 
penses, $1,108. Thus, Applicants conclude, the only 
course available to Unifund is either to liquidate or to 
merge with another investment company. Applicants 
state that Unifund’s Board of Directors considered and 
rejected liquidation as a viable alternative; they argue 
that liquidation would be a taxable event for Unifund’s 
shareholders, and that a Unifund shareholder who 
wished to reinvest the proceeds of such liquidation in 
Paramount would be required to pay an additional 
sales load. Applicants assert that the proposed merger 
would avoid such consequences. They concede that a 
Unifund shareholder could avoid the aforementioned 
sales charges by exercising his right to exchange his 
Unifund shares for shares of Paramount, but they 
submit that such an exchange would also be a taxable 
event and would involve additional service charges. 





Applicants estimate that the total expenses of the 
merger to both funds over and above norma! expenses 
will be approximately $24,000. Applicants assert, how- 
ever, that the aforementioned constraints on excess 
expenses are expected to result in the Funds’ invest- 
ment adviser bearing approximately $20,000 of such 
merger expenses. It is proposed that the remaining 
cost to the Funds will be borne by them on a pro-rata 
basis, based on their relative net assets on the date of 
the merger. 





NOTICE IS. FURTHER GIVEN that the period during which t 
any interested person may submit to the Commission a 
request for a hearing on this matter, in accordance with the 
procedures set forth in Investment Company Act Release No. 
9576, is hereby extended until January 21, 1977 at 5:30 p.m. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9591/January 3, 1977 


In the Matter of 


ANCHOR RESERVE FUND, INC. 
ANCHOR DAILY INCOME FUND, INC. 
Westminster at Parker 

Elizabeth, New Jersey 07207 











(612-4051) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EX!ZMPTING A PROPOSED TRANSACTION FROM SEC- 
TION 17(a) OF THE ACT 


Anchor Reserve Fund, Inc. (“Reserve”) and Anchor Daily 
Income Fund, Inc. (“ADIF”) (collectively, “Applicants’), open- 
end, diversified management companies registered under the 
Investment Company Act of 1940 (‘Act’), filed an application 
on November 1, 1976 pursuant to Section 17(b) of the Act, 
for an order of the Commission exempting from the provi- 
sions of Section 17(a) the proposed reorganization of Re- 
serve with and into ADIF. 


On November 30, 1976, a notice was issued (Investment 
Company Act Release No. 9545) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the terms 
of the proposed transaction are reasonable and fair and do 
not involve overreaching on the part of any person con- 
cerned, and that the proposed transaction is consistent with 
the policies of Reserve and ADIF and with the general 
purposes of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed reorganization of Reserve with and into ADIF 
be, and hereby is, exempted from the provisions of Section 
17(a) of the Act, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9592/January 3, 1977 


In the Matter of 

LORD, ABBETT & CO. 

63 Wall Street 

New York, New York 10005 
(812-3932) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 


EXEMPTING CERTAIN TRANSACTIONS FROM SECTION 
22(d) OF THE ACT 


Lord, Abbett & Co., principal underwriter for and investment 
adviser to Affiliated Fund, Inc., Lord Abbett Income Fund, 
Inc., Lord Abbett Bond-Debenture Fund, Inc. and Lord Abbett 
Developing Growth Fund, Inc., (collectively referred to as the 
“Funds”) each of which is registered as an open-end invest- 
ment company under the Investment Company Act of 1940 
(“Act”), filed an application on March 22, 1976, and an 
amendment thereto on October 12, 1976, for an order 
pursuant to Section 6(c) of the Act exempting certain transac- 
tions, involving reinvestment of money previously invested in 
the Funds through individual retirement accounts, from the 
fixed sales load requirements of Section 22(d) of the Act. 


On November 30, 1976, a notice (Investment Company Act 
Release No. 9544) was issued of the filing of said application. 
The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate and in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions 
of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that the 
application for exemption from the provisions of Section 22(d) 
of the Act to the extent requested be, and hereby is, granted, 
effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9593/January 4, 1977 


In the Matter of 

THE HAWICK FUND, INC. 

c/o De Vegh Mutua! Fund, Inc. 

20 Exchange Place 

New York, New York 10005 

(811-1812) 

ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
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CLARING THAT THE HAWICK FUND, INC., HAS CEASED 
TO BE AN INVESTMENT COMPANY. 


On December 8, 1976, a notice was issued (Investment 
Company Act Release No. 9561) stating that the Commission 
proposed to declare by order on its own motion, pursuant to 
Section 8(f) of the Investment Company Act of 1940 (“Act”), 
that The Hawick Fund, Inc., has ceased to be an investment 
company as defined in the Act. 


The notice gave interested persons an opportunity to request 
a hearing, and stated that an order disposing of the matter 
would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that The 
Hawick Fund, Inc., has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, that the 
registration of The Hawick Fund, Inc., under the Act shall 
forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9594/January 4, 1977 


In the Matter of 


NEUWIRTH CENTURY FUND, INC. 
c/o Neuwirth Fund, Inc. 

Middletown Bank Building 

1250 Highway 35 

Middletown, New Jersey 07748 


(811-1602) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT NEUWIRTH CENTURY FUND, INC., HAS 
CEASED TO BE AN INVESTMENT COMPANY. 


On December 7, 1976, a notice was issued (Investment 
Company Act Release No. 9560) stating that the Commission 
proposed to declare by order on its own motion, pursuant to 
Section 8(f) of the Investment Company Act of 1940 (‘Act’), 
that Neuwirth Century Fund, Inc., has ceased to be an 
investment company as defined in the Act. 


1392/SEC DOCKET 


Pa 


The notice gave interested persons an opportunity to request 
a hearing, and stated that an order disposing of the matter 
would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that Neu- 
wirth Century Fund, Inc., has ceased to be an investment 
company. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, that the 
registration of Neuwirth Century Fund, Inc., under the Act 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9595/January 4, 1977 


In the Matter of 


THE FRANKLIN LIFE INSURANCE COMPANY 
FRANKLIN LIFE VARIABLE ANNUITY FUND A 


and 


FRANKLIN FINANCIAL SERVICES CORPORATION 
Franklin Square 
Springfield, Illinois 62713 


(812-3903) 


NOTICE OF APPLICATION PURSUANT TO SECTION 6(c) 
OF THE ACT FOR AN ORDER OF EXEMPTION FROM 
THE PROVISIONS OF SECTIONS 22(e), 27(c)(1) AND 27(d) 
OF THE ACT 


NOTICE IS HEREBY GIVEN that The Franklin Life Insurance 
Company (“The Franklin”), an Illinois stock life insurance 
company, Franklin Life Variable Annuity Fund A (“Fund A”), a 
separate account of The Franklin registered under the Invest- 
ment Company Act of 1940 (‘‘Act’’) as a diversified open-end 
management investment company, and Franklin Financial 
Services Corporation (“Franklin Financial’), a wholly-owned 
subsidiary of The Franklin and the principal underwriter for 
Fund A, (hereinafter collectively referred to as ‘‘Applicants”), 
filed an application on January 29, 1976 and an amendment 
thereto on December 27, 1976, pursuant to Section 6(c) of 
the Act for an order exempting Applicants from the provisions 




















of Section 22(e), 27(c)(1) and 27(d) of the Act to the extent 
necessary to permit compliance by Applicants with certain 
provisions of the Education Code of the State of Texas. All 
interested persons are referred to the application on file with 
the Commission for a statement of the representations 
therein which are summarized below. 


The Franklin established Fund A on November 5, 1969 
pursuant to the Illinois Insurance Code. The Franklin allo- 
cates to Fund A stipulated payments, net of certain deduc- 
tions, received under individual variable annuity contracts (the 
“Contracts”) which are designed and offered (i) for use in 
connection with plans established by persons entitled to the 
benefits of the Self-Employed Individuals’ Tax Retirement Act 
of 1962, as amended; (ii) for other qualified employee pen- 
sion and profit sharing trusts described in Section 401(a) and 
tax-exempt under Section 501(a) of the Internal Revenue 
Code and qualified annuity plans described in Section 403(a) 
of the Code; (iii) for annuity purchase plans adopted by public 
school systems and certain tax-exempt organizations pur- 
suant to Section 403(b) of the Internal Revenue Code; and 
(iv) for use as an individual retirement annuity described in 
Section 408(b) of the Internal Revenue Code. 


In 1967, the State of Texas directed the governing boards of 
all Texas institutions of higher education to make available to 
certain employees an Optional Retirement Program (‘“Pro- 
gram’), codified as Subchapter G of Chapter 51 of the Texas 
Education Code. The statute provides as the funding media 
for the Program fixed or variable annuity contracts purchased 
from any insurance or annuity company qualified to do 
business in Texas. In 1973, the Texas legislature made two 
amendments in the Program legislation, which amendments 
became effective on June 14, 1973. The statutory definition 
of the Program was amended to provide that the benefits of 
such annuities are to be available only upon termination of 
employment in the Texas public institutions of higher educa- 
tion, retirement, death or total disability of the participant. The 
other amendment added a new Section 51.358 to Subchap- 
ter G which also provides that the benefits of such annuities 
will be available only if the participant dies, terminates his 
employment due to total disability, accepts retirement, or 


terminates employment in the Texas public institutions of 
higher education. 


Because of uncertainty regarding the effect of these amend- 
ments, the University of Texas System (“System”) requested 
the opinion of the Attorney General of Texas with respect to 
several questions concerning such amendments. The Attor- 
ney General rendered an opinion dated February 18, 1975, in 
response to the System’s letter. The Attorney General inter- 
preted Section 51.358 to prohibit provisions in a variable 
annuity contract issued in connection with the Program on or 
after June 14, 1973, which provides for making available the 
redemption value of such contract prior to the occurrence of 
one of the conditions specified in the statute, i.e., termination 
of employment, retirement, death or total disability. Moreover, 
the opinion further stated that the prohibitions of Section 
51.358 were impliedly in effect upon the establishment of the 


Program (in 1967) and that notwithstanding any language 
which may be contained in existing contracts, a participant in 
the Program has never had the right to redeem his annuity 
contract otherwise than in accordance with the limitations 
described above. The opinion did not affect the right of a 
participant to transfer the redemption value of his annuity 
contract from one carrier to another; accordingly, the granting 


of the relief requested in the application would not affect such 
right. 


Sections 27(c)(1), 22(e) and 27(d) 


Section 27(c)(1) of the Act makes it unlawful for any regis- 
tered investment company issuing periodic payment plan 
certificates, or for any depositor of or underwriter for such 
company, to sell any such certificate unless such certificate is 
a redeemable security. Section 2(a)(32) of the Act defines 
“redeemable security” to mean any security under the terms 
of which the holder upon its presentation to the issuer or to a 
person designated by the issuer is entitled to receive approxi- 
mately his proportionate share of the issuer's current net 
assets, or the cash equivalent thereof. 


Section 22(e) of the Act provides that no registered invest- 
ment company shall suspend the right of redemption or 
postpone the date of payment or satisfaction upon redemp- 
tion of any redeemable security in accordance with its terms 
for more than seven days after the tender of such security to 
the company or its agent designated for that purpose for 
redemption except in certain prescribed circumstances. 


Section 27(d) of the Act makes it unlawful for any registered 
investment company issuing periodic payment plan certifi- 
cates, or for any depositor of or underwriter for such com- 
pany, to sell any such certificate unless the certificate pro- 
vides that the holder thereof may surrender the certificate at 
any time within the first eighteen months after the issuance of 
the certificate and receive in payment thereof, in cash, the 
sum of (1) the value of his account, and (2) an amount, from 
such underwriter or depositor, equal to that part of the excess 
paid for sales loading which is over 15 per centum of the 
gross payments made by the certificate holder. 


Applicants request exemptions from the provisions of Sec- 
tions 22(e), 27(c)(1) and 27(d) of the Act to the extent 
necessary to permit compliance with Section 51.358 as it 
pertains to (i) redemption values under Contracts issued to 
participants in the Program subsequent to the date of such 
exemptive order and (ii) redemption values under Contracts 
issued prior thereto but attributable to payments made subse- 
quent to the date of such order. 


Applicants assert that if such exemptions are not granted, 
persons participating in the Program effectively will be denied 
an opportunity to select as a funding medium for their 
retirement benefits one of two funding media (the other being 
fixed annuity contracts) specifically provided in the Texas 
statute for such purpose. Additionally, participants will be 
unable to obtain the State’s matching contributions for the 
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purchase of an equity-based retirement vehicle. In this re- 
spect, the Attorney General's opinion indicated that these 
matching contributions will encourage participation in the 
retirement plan but that unrestricted withdrawals prior to 
retirement might be detrimental to an effective retirement 
vehicle. In view of the foregoing, Applicants assert that the 
Commission should grant the requested exemptions be- 
cause: (1) the limited restriction on redemption would be 
voluntarily assumed by participants, i.e., eligible employees 
are not required to participate in the Program; (2) the 
restrictions were not formulated nor suggested by Applicants; 
and (3) participants’ relinquishment of the full right of redemp- 
tion is a reasonable requirement in exchange for the benefits 
bestowed by the matching contributions of the State of 
Texas. 


Applicants will ensure that appropriate disclosure is made to 
persons who consider participation in the Program, informing 
them of the restriction on the availability of redemption values 
under Contracts to be issued to them. This disclosure will 
take the form of an appropriate reference in each Prospectus 
to the restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the determination 
that the sale of these Contracts is suitable for that participant, 
to sign a statement indicating that he/she is aware that these 
restrictions will be placed on his/her Contract when it is 
issued. In addition, Franklin Financial will review all sales 
literature that is to be used in conjunction with the sales of 
these contracts for the existence of material representations 
that are inconsistent with the restrictions to be placed on 
these contracts and will instruct the salespeople involved in 
soliciting in this market to specifically bring this restriction to 
the attention of the potential participants. 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes of 
persons, securities or transactions, from the provisions of the 
Act and Rules promulgated thereunder if and to the extent 
that such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors and 


the purposes fairly intended by the policy and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 31, 1977, at 5:30 p.m. submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit, or in the case of an 
attorney at law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
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following January 31, 1977, uniess the Commission there- 
after orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9596/January 5, 1977 


In the Matter of 


JOHN HANCOCK TAX-EXEMPT INCOME TRUST 
John Hancock Place 

PLO [BOX Tht 

Boston, Massachusetts 02117 


and 


JOHN HANCOCK DISTRIBUTORS, INC. 
John Hancock Place 

P. O. Box 21 

Boston, Massachusetts 02117 


(812-4066) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER GRANTING 
EXEMPTION FROM THE PROVISIONS OF SECTION 22(d) 
OF THE ACT. 


NOTICE IS HEREBY GIVEN that John Hancock Tax-Exempt 
Income Trust (the “Fund’’), a diversified, open-end invest- 
ment company registered under the Investment Company Act 
of 1940 (‘Act’), and John Hancock Distributors, Inc., pro- 
posed underwriter for shares of the Fund (hereinafter collec- 
tively called “Applicants”), filed an application on December 
20, 1976, pursuant to Section 6 (c) of the Act for an order of 
the Commission exempting Applicants, to the extent specified 
therein, from the provisions of Section 22(d) of the Act. The 
Fund has been organized by John Hancock Advisers, Inc., a 
wholly owned subsidiary of John Hancock Mutual Life Insur- 
ance Company (“John Hancock”). John Hancock Distribu- 
tors, Inc. is a wholly owned subsidiary of John Hancock 
Advisers, Inc. All interested persons are referred to the 
application on file with the Commission for a statement of the 
representations contained therein, which are summarized 
below. 




















On December 1, 1976, the Fund filed with the Commission a 
registration statement on Form N-8B-1 pursuant to Section 
8(b) of the Act and a registration statement on Form S-5 
under the Securities Act of 1933, as amended. The registra- 
tion statement on Form S-5 has not yet been declared 
effective. Thus, the Fund has not yet commenced distribution 
of its shares. 


Section 22(d) of the Act provides, in pertinent part, that no 
registered investment company or principal underwriter shall 
sell any redeemable security to any person except at a 
current public offering price described in the prospectus. This 
section has been construed to prohibit variations in the sales 
load except as permitted by rule or order. 


Exemption from Section 22(d) of the Act is requested to 
permit funds derived from death claims and matured endow- 
ments of fixed dollar insurance policies issued by John 
Hancock to be applied to the purchase of shares of the Fund 
within the first 60 days after the date of the check in payment 
of such insurance at a sales charge equal to one-half the rate 
otherwise applicable. The regular sales charge ranges, as a 
percentage of the amount invested, from 8.70% to 1.01% 
depending on the amount invested (or 8% to 1%, as a 
percentage of the offering price). Shares of the Fund will be 
sold only through registered representatives licensed to sell 
John Hancock insurance policies. However, there will be no 
requirement that the shares of the Fund be purchased only 
by policy holders of John Hancock or that any life insurance 
be acquired in connection with the purchase of shares of the 
Fund. 


Applicants assert that persons who purchase Fund shares 
with insurance proceed of the above fixed dollar policies will 
have already incurred a charge for sales expenses in connec- 
tion with such fixed dollar policies that is larger than the sales 
charge applicable to purchase payments for shares of the 
Fund. Applicants also state that somewhat less selling effort 
and expense is involved in applying the proceeds of such 
fixed dollar policies to the purchase of shares of the Fund 
than in making an initial sale of such shares. Applicants 
assert that one-half of the normal sales charge more appro- 
priately reflects the selling effort and expense involved in 
these circumstances. 


Section 6(c) of the Act provides, in pertinent part, that the 
Commission, by order upon application, may conditionally or 
unconditionally exempt any class or classes of persons, 
securities, or transactions, from any provision of the Act or 
the Rules and Regulations promulgated thereunder, if and to 
the extent such exemption is necessary or appropriate in the 
public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 25, 1977, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature of 


his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shail be 
served personally or by mail upon Applicants at the ad- 
dresses stated above. Proof of such service (by affidavit, or in 
the case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by Rule 0- 
5 of the Rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be issued as 
of course following said date, unless the Commission there- 
after orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9597/January 6, 1977 


In the Matter of 


JEFFERSON STANDARD LIFE INSURANCE COMPANY 
JEFFERSON STANDARD SEPARATE ACCOUNT A 


and 


JEFFERSON-PILOT EQUITY SALES, INC. 
101 North Elm Street 
Greensboro, North Carolina 27401 


(812-3954) 


NOTICE OF APPLICATION PURSUANT TO SECTION 6(c) 
OF THE ACT FOR AN ORDER OF EXEMPTION FROM 
THE PROVISIONS OF SECTIONS 22(e), 27(c)(1) AND 27(d) 
OF THE ACT 


NOTICE IS HEREBY GIVEN that Jefferson Standard Life 
Insurance Company (‘Jefferson Standard”), a North Carolina 
stock life insurance company, Jefferson Standard Separate 
Account A (“Account A”), a separate account of Jefferson 
Standard registered under the Investment Company Act of 
1940 (“Act”) as a unit investment trust, and Jefferson-Pilot 
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Equity Sales, Inc. (“Equity Sales”), the principal underwriter 
for Account A, (hereinafter collectively referred to as “Appli- 
cants”), filed an application on May 13, 1976 and amend- 
ments thereto on November 12, 1976 and January 3, 1977, 
pursuant to Section 6(c) of the Act for an order exempting 
Applicants from the provisions of Sections 22(e), 27(c)(1) and 
27(d) of the Act to the extent necessary to permit compliance 
by Applicants with certain provisions of the Education Code 
of the State of Texas. All interested persons are referred to 
the application on file with the Commission for a statement of 
the representations therein which are summarized below. 


Account A was established by Jefferson Standard on April 
15, 1971 as the facility for issuing certain variable annuity 
contracts. Under North Carolina insurance law that portion of 
the assets maintained in Account A equal to the reserves and 
other contract liabilities with respect to the Account may not, 
to the extent so provided under the applicable contracts, be 
charged with any liability arising out of any other business 
conducted by Jefferson Standard and the income, gains or 
losses of Account A may be credited to or charged against 
the assets of Account A without regard to the other income, 
gains or losses of Jefferson Standard. All amounts credited to 
Account A pursuant to variable annuity contracts will be 
invested in shares of JP Growth Fund, Inc., a diversified 
open-end investment company registered under the Act. 
Jefferson Standard is a wholly-owned subsidiary of Jefferson- 
Pilot Corporation organized in January 1968. Equity Sales, a 
wholly-owned subsidiary of Jefferson-Pilot Corporation, is a 
registered broker-dealer under the Securities Exchange Act 
of 1934 and a member of the National Association of 
Securities Dealers, Inc. 


In 1967, the State of Texas directed the governing boards of 
all Texas institutions of higher education to make available to 
certain employees an Optional Retirement Program (‘Pro- 
gram”), codified as Subchapter G of Chapter 51 of the Texas 
Education Code. The statute provides as the funding media 
for the Program fixed or variable annuity contracts purchased 
from any insurance or annuity company qualified to do 
business in Texas. In 1973, the Texas legislature made two 
amendments in the Program legislation, which amendments 
became effective on June 14, 1973. The statutory definition 
of the Program was amended to provide that the benefits of 
such annuities are to be available only upon termination of 
employment in the Texas public institutions of higher educa- 
tion, retirement, death or total disability of the participant. The 
other amendment added a new Section 51.358 to Subchap- 
ter G which also provides that the benefits of such annuities 
will be available only if the participant dies, terminates his 
employment due to total disability, accepts retirement, or 
terminates employment in the Texas public institutions of 
higher education. 


Because of uncertainty regarding the effect of these amend- 
ments, the University of Texas System (“System”) requested 
the opinion of the Attorney General of Texas with respect to 
several questions concerning such amendments. The Attor- 
ney General rendered an opinion dated February 18, 1975, in 
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response to the System's letter. The Attorney General inter- 
preted Section 51.358 to prohibit provisions in a variable 
annuity contract issued in connection with the Program on or 
after June 14, 1973, which provide for making available the 
redemption value of such contract prior to the occurrence of 
one of the conditions specified in the statute, i.e., termination 
of employment, retirement, death or total disability. Moreover, 
the opinion further stated that the prohibitions of Section 
51.358 were impliedly in effect upon the establishment of the 
Program (in 1967) and that notwithstanding any language 
which may be contained in existing contracts, a participant in 
the Program has never had the right to redeem his annuity 
contract otherwise than in accordance with the limitations 
described above. The opinion did not affect the right of a 
participant to transfer the redemption value of his annuity 
contract from one carrier to another; accordingly, the granting 
of the relief requested in the application would not affect such 
right. 


Sections 27(c)(1); 22(e) and 27(d) 


Section 27(c)(1) of the Act makes it unlawful for any regis- 
tered investment company issuing periodic payment plan 
certificates, or for any depositor of or underwriter for such 
company, to sell any such certificate unless such certificate is 
a redeemable security. Section 2(a)(32) of the Act defines 
“redeemable security” to mean any security under the terms 
of which the holder upon its presentation to the issuer or to a 
person designated by the issuer is entitled to receive approxi- 
mately his proportionate share of the issuer's current net 
assets, or the cash equivalent thereof. 


Section 22(e) of the Act provides that no registered invest- 
ment company shall suspend the right of redemption or 
postpone the date of payment or satisfaction upon redemp- 
tion of any redeemable security in accordance with its terms 
for more than seven days after the tender of such security to 
the company or its agent designated for that purpose for 
redemption except in certain prescribed circumstances. 


Section 27(d) of the Act makes it unlawful for any registered 
investment company issuing periodic payment plan certifi- 
cates, or for any depositor of or underwriter for such com- 
pany, to sell any such certificate unless the certificate pro- 
vides that the holder thereof may surrender the certificate at 
any time within the first eighteen months after the issuance of 
the certificate and receive in payment thereof, in cash, the 
sum of (1) the value of his account, and (2) an amount, from 
such underwriter or depositor, equal to that part of the excess 
paid for sales loading which is over 15 per centum of the 
gross payments made by the certificate holder. 


Applicants request exemptions from the provisions of Sec- 
tions 22(e), 27(c)(1) and 27(d) of the Act to the extent 
necessary to permit compliance with Section 51.358 as it 
pertains to (i) redemption values under Contracts issued to 
participants in the Program subsequent to the date of such 
exemptive order and (ii) redemption values under Contracts 
issued prior thereto but attributable to payments made subse- 

















quent to the date of such order. 


Applicants assert that if such exemptions are not granted, 
persons participating in the Program effectively will be denied 
an opportunity to select as a funding medium for their 
retirement benefits one of two funding media (the other being 
fixed annuity contracts) specifically provided in the Texas 
statute for such purpose. Additionally, participants will be 
unable to obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this re- 
spect, the Attorney General's opinion indicated that these 
matching contributions will encourage participation in the 
retirement plan but that unrestricted withdrawals prior to 
retirement might be detrimental to an effective retirement 
vehicle. In view of the foregoing, Applicants assert that the 
Commission should grant the requested exemptions be- 
cause: (1) the limited restriction on redemption would be 
voluntarily assumed by participants, i.e., eligible employees 
are not required to participate in the Program; (2) the 
restrictions were not formulated nor suggested by Applicants; 
and (3) participants’ relinquishment of the full right of redemp- 
tion is a reasonable requirement in exchange for the benefits 
bestowed by the matching contributions of the State of 
Texas. 


Applicants will ensure that appropriate disclosure is made to 
persons who consider participation in the Program, informing 
them of the restriction on the availability of redemption values 
under Contracts to be issued to them. This disclosure will 
take the form of an appropriate reference in each Prospectus 
to the restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the determination 
that the sale of these Contracts is suitable for that participant, 
to sign a statement indicating that he/she is aware that these 
restrictions will be placed on his/her Contract when it is 
issued. In addition, Equity Sales will review all sales literature 
that is to be used in conjunction with the sales of these 
contracts for the existence of material representations that 
are inconsistent with the restrictions to be placed on these 
contracts and will instruct the salespeople involved in solicit- 
ing in this market specifically to bring this restriction to the 
attention of the potential participants. 


Section 6(c) authorizes the Commission to exempt any 
person, security or transaction or any class or classes of 
persons, securities or transactions, from the provisions of the 
Act and Rules promulgated thereunder if and to the extent 
that such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than February 1, 1977, at 5:30 p.m. submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 


thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit, or in the case of an 
attorney at law, by certificate) shall be filed contempora- 
neously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following February 1, 1977, unless the Commission thereafter 
orders a hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hearing 
(if ordered) and any postponements therof. 


For the Commission, by the Division of Investment Manage- 
ment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








LITIGATIONS 





Litigation Release No. 7715/December 30, 1976 


Securities and Exchange Commission v. National Student 
Marketing Corporation, et al., Civil Action No. 225-72 (United 
States District Court for the District of Columbia). 


The Securities and Exchange Commission today announced 
that on December 30, 1976, upon the consent of James F. 
Joy, the Honorable Barrington D. Parker, United States 
District Judge of the United States District Court for the 
District of Columbia, entered an order in the above proceed- 
ing permanently enjoining Joy, a former officer and director of 
NSMC, from violating the reporting, proxy and anti-fraud 
provisions of the federal securities laws. 


The Commission’s complaint alleges, among other things, 
that the defendants, including Joy, participated in the prepa- 
ration and dissemination of NSMC financial statements, and 
other information on behalf of NSMC, which they knew or 
should have known were materially false and misleading and 
which were used to sell securities for cash and used to 
acquire a number of companies in exchange for NSMC’s 
unregistered stock. 


Joy consented to the injunction without admitting or denying 
the allegations of the Commission's complaint. 
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Litigation Release No. 7716/December 30, 1976 


S.E.C. v. FRANK J. KIRBY, ET AL. 
(D. NEBR., Civil Action No. 76-0-339) 


The Denver Regional Office of the Securities and Exchange 
Commission announced that on December 17, 1976 the 
Honorable Robert V. Denney, U.S. District Judge, Omaha, 
Nebraska, entered a final judgment of permanent injunction 
against Robert J. Kretz of Rogers, Nebraska and John T. 
Smith of Schuyler, Nebraska. The defendants consented, 
without admitting or denying the allegations in the complaint, 
to the entry of the judgment enjoining them from violating 
certain registration and antifraud provisions of the federal 
securities laws in connection with the offer and sale of 
securities, fractional undivided interests in the Moye lease, 
Converse County, Wyoming and the Lane lease, Morrill 
County, Nebraska or any other securities of any other issuers 
whatsoever. 


For further information, see litigation release No. 7558. 





Litigation Release No. 7717/December 30, 1976 


SECURITIES AND EXCHANGE COMMISSION, v. AMERI- 
CAN HOSPITAL SUPPLY CORPORATION (76-2370) 


(United States District Court for the District of Columbia) 


The Securities and Exchange Commission today announced 
the filing of a complaint in the United States District Court for 
the District of Columbia against American Hospital Supply 
Corporation (“American”), an Evanston, Illinois based manu- 
facturer and distributor of hospital and laboratory supplies. 
The Commission also announced that the Court entered a 
Final Judgment of Permanent Injunction and Ancillary Relief 
restraining and enjoining American from further violations of 
the reporting and proxy provisions of the Securities Exchange 
Act of 1934 (‘Exchange Act’) and ordering certain other 
relief. American consented to the entry of the Final Judgment 
of Permanent Injunction and Ancillary Relief without admitting 
or denying the allegations in the Commission’s Complaint. 


The Commission’s Complaint alleges violations of certain of 
the reporting and proxy provisions of the Exchange Act in 
connection with disclosures concerning contracts from 1972 
to date providing for America’s equipping of the King Faisal 
Specialist Hospital (“Hospital”) in Riyadh, Saudi Arabia, 
which Hospital was being constructed by the Royal Cabinet 
Office of Saudi Arabia (“RCO”). An equipment contract 
entered into in December 1972 initially provided for sales by 
American in connection with the Hospital project of $7.2 
million. This contract was later supplemented, resulting in 
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total sales by American during the period 1973 through 1975 
of over $31 million. According to the Complaint, American’s 
reports filed with the Commission failed to disclose certain 
facts concerning purported agency, commission and consult- 
ing arrangement arrangements entered into in connection 
with the Hospital contracts. 


The Complaint alleges that in or about October 1972, Ameri- 
can representatives were told by the medical consultant to 
the director of the Hospital project and other persons that 
American would be required to pay two so-called commis- 
sions or fees for certain purported agents or consultants, who 
would be identified prior to the signing of any contracts 
concerning the Hospital project, each in the amount of ten 
percent of the total contract price, to obtain the Hospital 
equipping contract. American was informed that these pay- 
ments were necessary to obtain a Hospital equipping con- 
tract, and that these payments were intended to be for the 
benefit of persons in charge of the project, persons in an 
affected ministry of the Saudi government and persons of 
power and influence with the Saudi government. In or about 
November, 1972, American authorized its representatives to 
enter into a contract with the RCO to equip the Hospital and 
to enter into a separate contract with Scientific Control 
Systems, Ltd. (“SCICON”), a subsidiary of British Petroleum 
Company, Ltd., under which SCICON would perform all 
installation and warranty work for equipment supplied to the 
Hospital pursuant to the contract between American and the 
RCO. 


On or about December 18, 1972, a consulting agreement 
providing for a ten percent commission computed on the total 
contract price was executed between American and Assem 
Establishment (‘““Assem’), a Liechtenstein trust, at a meeting 
of American representatives with the medical consultant to 
the director of the Hospital project and the representatives of 
Assem and, thereafter, the Hospital equipping contract was 
executed at a meeting of American representatives with the 
director and the medical consultant. Then, on or about 
December 19, 1972, American entered into the installation 
and warranty service subcontract with SCICON that the 
American representatives believed included a ten percent 
commission fee, computed on the total equipping contract 
price, to be paid to an unidentified person or persons on 
behalf of American. American did not absorb the Assem and 
the other persons’ fees but, instead, marked up the price on 
the goods sold to the Hospital under its equipping contract, 
thus passing on the cost of the commissions to the RCO. 


The Complaint further alleges that by the end of March, 1976, 
American had paid over $3.3 million in fees to Assem and 
Assem Consultants, and almost $1.3 million in fees to 
SCICON, which fees American believed were agency or 
consulting fees that were to be passed on by SCICON io the 
other person or persons. According to the complaint, Assem, 
Assem Consultants and the other purported agent or consult- 
ant did not render any consulting or other services to 
American, and Assem had no employees or operations and 
no capacity to perform the services specified in the consulting 


























agreements. On or about June 28, 1976, American filed with 
the Commission a Form 8-K Current Report that the Commis- 
sion’s Complaint charges was materially false and misleading 
in that, among other things, it stated that “the consultants 
rendered services which, in the opinion of management, and 
supported by the investigation of general counsel, were 
important to its subsidiaries’ performance . . .,” when, accord- 
ing to the Complaint, in fact, no consulting or other services 
were rendered to American by Assem, Assem Consultants or 
the other purported agent or consultant. 


The Complaint also alleges that approximately $1.2 million in 
questionable payments also was paid by American’s foreign 
subsidiaries from about 1970 through 1976 as follows: (a) In 
Mexico, improper payments to government and labor union 
officials amounting to approximately $877,000; (b) In another 
country, improper payments, primarily to lower level govern- 
ment officials, amounting to about $230,000; and (c) In a third 
country, improper payments to physicians or other desig- 
nated recipients amounting to $151,000 in connection with 
the prescription by such physicians for implants of an Ameri- 
can subsidiary’s device to meet what the company contends 
were previously established competitive practices. 


The Complaint alleges that for fiscal years 1970 through 1975 
and for interim periods during such years, American filed and 
caused to be filed with the Commission annual and periodic 
reports which were and are materially false and misleading in 
that they failed to disclose the facts described above that had 
then occurred or that management then had reason to 
believe would occur. 


Ancillary relief ordered by the Court, among other things, 
prohibits American, its employees and agents from, directly or 
indirectly: (a) making unlawful payments of, transferring or 
disbursing, or causing unlawful payments to be made, trans- 
ferred, or disbursed, any corporate funds of American Hospi- 
tal or any of its affiliates or subsidiaries for the purpose either 
of obtaining business, whether private or governmental, or 
avoiding substantial compliance with the legal requirements 
of any governmental jurisdiction; (b) using or aiding and 
abetting the use of corporate funds of American Hospital or 
any of its affiliates or subsidiaries for any unlawful political 
contributions or any other unlawful political purposes; (c) 
making or causing to be made any materially false or fictitious 
entries in the books and records of American Hospital and its 
affiliates and subsidiaries; and (d) establishing, maintaining or 
causing to be established or maintained any secret or unre- 
corded fund of corporate monies or other assets or making or 
causing to be made any payments or disbursements thereof. 


American was also ordered to file, as an exhibit to a current 
report on Form 8-K, a written report of an investigation of 
questionable payments currently being conducted by the 
Audit Committee of American, with the assistance of Special 
Counsel. American was also ordered to institute and maintain 
enforcement and control measures to assure compliance with 
its Business Ethics Code of Conduct and with the provisions 
of the Final Judgment. 





Litigation Release No. 7718/Decemtker 30, 1976 


SEC v. High Valley Investments, Inc., et al. 
Civil Action No. CV 76-39-M (D. Montana) 


Jack H. Bookey, Regional Administrator of the Seattle Re- 
gional Office announced that on October 26, 1976 an 
amended complaint for injunction was filed in the United 
States District Court for the District of Montana, Missoula 
Division naming Noel B. Fisher (“Fisher”) of Phoenix, Arizona 
as a defendant. The amended complaint alleges that Fisher 
and defendants Charles von Goerken and Robert A. Wagner 
violated the registration and anti-fraud provisions of the 
securities laws in connection with sales of fractional undivided 
interests in oil and gas leases and investment contracts by 
High Valley Investments, Inc. (“High Valley”). 


It was alleged that Fisher made misrepresentations to inves- 
tors regarding the potential return on investment, the financial 
condition of the company and the value of equipment located 
on the drill site. Fisher omitted to disclose High Valley's lack 
of ownership of leases and equipment and pending litigation. 


For further information, see Litigation Releases Nos. 7373 
and 7564. 





Litigation Release No. 7719/December 30, 1976 


United States v. Charles von Goerken and Robert A. 
Wagner 


Jack H. Bookey, Administrator of the Seattle Regional Office 
and William C. Smitherman, United States Attorney for the 
District of Arizona, jointly announced that on December 15, 
1976 the Federal Grand Jury returned a sixteen-count indict- 
ment charging sale of unregistered securities, fraud in the 
sale of securities, mail fraud, transportation in interstate 
commerce of funds obtained by fraud and conspiracy to 
violate the anti-fraud provisions of the federal securities laws 
against Charles von Goerken, formerly of Montana, and 
Robert A. Wagner of Phoenix, Arizona. 


The indictment resulted from an investigation into sales by 
von Goerken and Wagner of securities of High Valley Invest- 
ments, Inc., a Nevada corporation. These sales were of 
fractionalized undivided interests in oil and gas leases pur- 
portedly owned by High Valley. The indictment alleges that 
High Valley did not own the leases it claimed to own, that 
investors’ funds were diverted to Wagner and von Goerken, 
and that numerous other misrepresentations and omissions 
were made in violation of the securities laws. 
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Litigation Release No. 7720/December 30, 1976 


SEC v. ROBERT C. DRUCKER, et al., 
76 Civil 2643 (MEL) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on November 26, 1976, the Honorable Morris 
E. Lasker, of the United States District Court for the Southern 
District of New York, signed an Order of Preliminary Injunc- 
tion enjoining defendants Robert C. Drucker (“Drucker”), 
Beneficial Labs, Inc. (‘Beneficial’), a corporation with its 
principal office located in New York, New York, John L. 
Feldman (“Feldman”), the President and Chairman of the 
Board of Beneficial, Edward R. Wertheimer, an employee and 
former Vice-President of Beneficial, and Robert Nathanson, a 
Vice-President and Director of Beneficial, from, directly or 
indirectly, violating the registration and anti-fraud provisions of 
the Federal securities laws. 


The Commission's Complaint in this action, filed on June 16, 
1976, seeks permanent injunctions against all defendants 
and ancillary relief in the form of an order by the Court 
requiring Drucker to sever all relationships with Beneficial and 
requiring Drucker, Feldman and Beneficial to file with the 
Court and the Commission beneficial ownership reports in 
connection with Drucker’s and Feldman’s holdings of Benefi- 
cial securities. 


The Complaint alleges that the defendants participated in a 
scheme to sell unregistered Beneficial common stock in 
violation of the registration provisions of the federal securities 
laws. It is also alleged that during the same period, Drucker 
engaged in a scheme to artificially raise and maintain the 
price of Beneficial’s common stock by manipulating the over- 
the-counter trading market for the security. 


Defendants Drucker, Feldman and Beneficial were previously 
permanently enjoined from violating the federal securities 
laws as a result of violative transactions in the securities of 
Beneficial and, in addition, Drucker and others were ordered 
by the Court to disgorge an aggregate of $405,541 in illegal 
profits obtained from said transactions. See SEC v. Com- 
monwealth Chemical Securities, Inc., et al., Litigation Re- 
leases No. 7348 and No. 7634. 


Drucker was formerly a director and Vice-President of Com- 
monwealth Chemical Securities, Inc., (“Commonwealth”), a 
registered broker-dealer. By Order dated September 10, 
1974, the Commission instituted public administrative pro- 
ceedings against Drucker and Commonwealth. In disposition 
of these proceedings, the Commission, on November 3, 
1975, revoked Commonwealth’s registration as a broker- 
dealer and barred Drucker from association with any broker- 
dealer, investment adviser or investment company provided, 
however, that after two years, Drucker could apply for reasso- 
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ciation in a supervised capacity. (See Securities Exchange 
Act Release No. 11782). 





Litigation Release No. 7721/December 30, 1976 


SEC v. Model Equity Conversion Corporation of America, et 
al. 
(E.D. Va., Alexandria Division, Civil Action No. 76-949-A) 


Paul F. Leonard, Administrator of the Washington Regional 
Office, announced that on December 27, 1976, the Honora- 
ble Albert V. Bryan, Jr., United States District Judge for the 
Eastern District of Virginia entered judgments against Model 
Equity Conversion Corporation of America (“Mecca”) of Alex- 
andria, Virginia, and against Raymond F. Crist, Ill, of Wood- 
bridge, Virginia. The judgments permanently enjoin Mecca 
and Crist from violating the registration and anti-fraud provi- 
sions of the federal securities laws with respect to the offering 
of condominium units combined with leaseback and resale 
agreements or any other securities. 


Mecca and Crist consented entry of these judgments without 
admitting or denying the allegations of the Commission's 
complaint. That complaint, filed on December 27, 1976, 
charged that Mecca and Crist sold condominium units cou- 
pled with lease-back and resale agreements to the public, 
and in connection therewith made false and misleading 
statements, and omitted to state material facts about the 
financial condition of the proposed lessees of the units. 





Litigation Release No. 7722/December 30, 1976 


S.E.C. v. DIVERSIFIED INDUSTRIES, INC., et al., Civil 
Action No. 76-2114 (United States District Court for the 
District of Columbia) 


The Securities and Exchange Commission announced the 
entry, on December 21 and 23 respectively, in the United 
States District Court for the District of Columbia of Final 
Judgments of Permanent Injunction against Ben Fixman 
(“Fixman’”) and Jack Kootman (““Kootman’). 


Both Fixman and Kootman consented to the entry of the 
judgments without admitting or denying the allegations of the 
Commission's complaint. 


The judgment against Fixman permanently enjoins him from 
future violations of the anti-fraud [Section 10(b)], reporting 























[Section 13(a)], Williams Act [Section 13(d)] and Proxy 
[Section 14(a)] provisions of the Exchange Act and certain 
rules thereunder. The judgment provides for certain ancillary 
relief as well. 


The judgment against Kootman permanently enjoins him from 
future violations of the anti-fraud, reporting and proxy provi- 
sions of the Exchange Act and certain rules thereunder. 
Additionally, by the terms of the judgment, Kootman is 
ordered to pay to Diversified Industries, Inc. (‘Diversified’), 
the sum of $8,000, representing the amount of money alleged 
to have been diverted by him from Diversified. 


The Complaint in this action was filed on November 15 and 
charged Diversified, Sam Fox, Morris Lefton, E. Allen Payne, 
as well as Fixman and Kootman, all present or former officers 
and/or directors of Diversified or its subsidiaries, with viola- 
tions of the securities laws in connection with certain busi- 
ness practices at Diversified. 


The Complaint further charged Penn-Dixie Industries, Inc. 
(“Penn-Dixie”) and Jerome Castle (“Castle”), Penn-Dixie’s 
chairman and president as well as Fixman with violations of 
Section 13(d) of the Exchange Act in connection with their 
efforts during 1974 and 1975 to take over control of Diversi- 
fied; and Penn-Dixie, Castle, Arnold Y. Aronoff—a Detroit 
businessman, and the JDL Trust, a Cayman Island trust, 
allegedly created and controlled by Aronoff, with violations of 
the anti-fraud and reporting provisions of the Exchange Act, 
in connection with the purchase by Penn-Dixie of certain 
Florida land from the JDL Trust. 


Judgments of permanent injunction by consent have previ- 
ously been entered in this matter against Diversified, Morris 
Lefton and E. Allen Payne. 


For further details see Litigation Release No. 7650. 





Litigation Release No. 7723/December 30, 1976 


UNITED STATES v. ROBERT CARTER ALLEN 
(N.D. ILL. CRIMINAL NO. 76 CR 895) 


William D. Goldsberry, Regional Administrator of the Chicago 
Regionai Office, Samuel K. Skinner, United States Attorney 
for the Northern District of Illinois, and Robert W. Clark, 
Regional Administrator of the Central Region of the Commod- 
ity Futures Trading Commission announce that on December 
15, 1976, Robert Carter Allen, also known as R. C. Allen 
(“Allen”), was convicted of criminal contempt of court for 
violation of an injunction issued against him on October 25, 
1974. Following three days of trial, Allen pled guilty and was 
sentenced to a term of sixty days imprisonment and a fine of 


$2,500 by the Honorable Julius J. Hoffman, Senior United 
States District Judge for the Northern District of Illinois, 
Eastern Division. 


The contempt proceedings were initiated upon an Order to 
Show Cause filed pursuant to an application for such order by 
the Chicago Regional Office. Said application charged that in 
1975 and 1976 Allen disobeyed the 1974 court order through 
his fraudulent offer and sale of unregistered securities in the 
form of interests in pooled funds set up to be traded in 
commodities futures, in violation of the registration and anti- 
fraud provisions of Federal securities laws. 


In connection with Allen's solicitation for and operation of the 
pooled commodity trading funds, Allen fraudulently misappro- 
priated investor monies, made misstatements of material 
facts, and omitted to state material facts. Allen told investors 
to expect 300% yearly profits on their investments. In addi- 
tion, Allen omitted to state material facts which included 
among other things: that Allen had begun trading the pooled 
fund prior to completing his solicitation; that Allen had experi- 
enced large losses through such trading; that Allen had 
a history of repeated failures in managing like pooled funds; 
and that Allen and his company, International Commodity 
Advisors, had been enjoined from the fraudulent sale of 
unregistered securities. 


Allen was sentenced to begin his term of imprisonment on 
January 3, 1977, and was remanded to the custody of the 
United States Attorney General. 





Litigation Release No. 7724/January 3, 1977 


SEC v. Southwestern Research Corporation 
(District of Columbia Civil Action No. 75-0401) 


The Securities and Exchange Commission (“Commission”) 
announced that on December 27, 1976 it filed a motion in the 
U.S. District Court for the District of Columbia requesting that 
Court to find Southwestern Research Corporation (‘South- 
western”), City of Industry, California, and its President, F.M. 
McCown, in civil contempt of the Court for failure to comply 
with an order and injunction by consent issued by Judge 
Aubrey E. Robinson, of that Court, on June 12, 1975. 


The Commission alleged that Southwestern failed to timely 
comply with the order and injunction as to its annual reports 
on Form 10-K for its fiscal years ended May 31, 1975 and 
May 31, 1976; its quarterly reports on Form 10-Q for its fiscal 
quarters ended August 31, 1974, November 30, 1974, Febru- 
ary 28, 1975, August 31, 1975, and August 31, 1976; and its 
current report on Form 8-K for the months of May and 
December 1975. It also alleged that Southwestern failed to 
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comply with the injunction requiring filing in proper form as to 
its annual reports on Form 10-K for its fiscal year ended: May 
31, 1975 and May 31, 1976; its quarterly reports on Form 10- 
Q for its fiscal quarter's ended November 30, 1975 and 
February 29, 1976, and its current report on Form 8-K for 
November, 1975. It further alleged that F. M. McCown, as 
President, Chief Executive Officer, and holder of 22.8% of the 
outstanding common stock, is in violation of the court's order 
and injunction by failing to cause Southwestern to comply 
with the order and injunction. 





Litigation Release No. 7725/January 4, 1977 


US v. Leslie Zacharias et al 
(74 Crim 403 G (USDC, MA) 


Floyd H. Gilbert, Administrator of the Boston Regional Office 
of the Securities and Exchange Commission, James N. 
Gabriel, U. S. Attorney for the District of Massachusetts, and 
Gerald E. McDowell, Chief Attorney of the New England 
Organized Crime Strike Force announced that on December 
20, 1976 Leslie Zacharias and Arthur Rubenstein, both of 
Miami, Florida were sentenced by Federal District Judge W. 
Arthur Garrity, Jr. Zacharias received a sentence of two 
years, the sentence being suspended, two years probation 
and a $7,500.00 fine. Rubenstein received a sentence of one 
year, the sentence being suspended, two years probation 
and a $2,000 fine. (U.S. v. Leslie Zacharias, et al, 74 Crim. 
403 G (USDC, MA)) 


Zacharias and Rubenstein plead quilty on November 22, 
1976 to a charge of violation of the anti-fraud provisions of 
the Securities Exchange Act of 1934 in connection with 
transactions in the common stock of Pollution Dynamics 
Corporation. 


For further information see Litigation Releases 6615 and 
7418. 





Litigation Release No. 7726/January 5, 1977 


SEC v. STILWELL, COKER & COMPANY, INC., et al. 
District of South Carolina, Charleston Division, Civil Action 
No. 76-2405 


Jule B. Greene, Administrator of the Atlanta Regional Office, 
announced that on December 16, 1976 U.S. District Judge 


Solomon Blatt, Jr., on complaint of the Commission, entered 
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an order permanently enjoining Stilwell, Coker & Company, 
Inc., a registered broker-dealer, Charles D. Stilwell, Vincent 
P. Kane, all of Charleston, South Carolina, and Stephen C. 
Coker of Mt. Pleasant, South Carolina, from violations of the 
anti-fraud provisions of the Federal securities laws and 
enjoining the firm from violations of, and the individuals from 
aiding and abetting violations of, the books and records 
provisions of the securities laws. The order also imposed a 
trust on the assets of the individual defendants. 


Judge Blatt on the same date also appointed a trustee for 
Stilwell, Coker & Company, Inc. pursuant to an application 
filed by the Securities Investor Protection Corporation. 


The Commission’s complaint, filed on December 16, 1976, 
alleged that the defendants among other matters were oper- 
ating the firm while it was insolvent and unable to meet its 
current liabilities and that its books and records were neither 
accurate nor current. 


The defendants consented to the relief requested. 





Litigation Release No. 7727/January 5, 1977 


SEC v. PANHANDLE PRODUCTION COMPANY, ET AL. 
(D. COLO., Civil Action 76-M-1227) 


Robert H. Davenport, Regional Administrator of the Denver 
Regional Office of the Securities and Exchange Commission, 
announced that on December 29, 1976, a complaint was filed 
in the United States District Court for the District of Colorado 
against Panhandle Production Company of Lakewood, Colo- 
rado, a Colorado corporation, Robert W. McDowell, Jr. of 
Lakewood, Colorado, and Victor H. McVey of Denver, Colo- 
rado, alleging violations of the registration and antifraud 
provisions of the federal securities laws in connection with the 
offer for sale and sale of fractional undivided interests in oil 
and gas leases. The complaint alleges, among other things, 
that in connection with the above offers for sale and sales 
Panhandle Production Company, Robert W. McDowell, Jr., 
and Victor H. McVey made untrue statements of maiterial 
facts and omitted to state material facts, and seeks a 
preliminary and permanent injunction against these parties 
prohibiting them from violating the registration and antifraud 
provisions of the federal securities laws. 


Panhandle Production Company has no relationship to Pan- 
handle Eastern Pipe Line Company, a cornpany listed on the 
New York Stock Exchange. 
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Litigation Release No. 7728/January 6, 1977 


S.E.C. v. F.L. SALOMON & CO., et al. 
(S.D.N.Y. Civil Action No. 73-3926 CES) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission an- 
nounced that the Honorable Charles E. Stewart, Jr., Judge of 
the United States District Court for the Southern District of 
New York signed Final Judgments of Permanent Injunction 
by Consent on September 13, 1976 and October 26, 1976 
enjoining William Bruckner and Burton W. Blank, respectively, 
from further violations of Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 thereunder in connec- 
tion with securities of Bio-Medical Sciences, Inc. (“BMS”) or 
any other securities. 


The Commission’s Complaint charged 29 corporate, partner- 
ship and individual defendants, including William Bruckner 
and Burton W. Biank, with purchasing and/or recommending 
the purchase of BMS stock while such defendants were in 
possession of non-public information concerning a proposed 
$5,000,000 financing for BMS. In consenting to the entry of 
the Judgments, the defendants neither admitted nor denied 
the allegations of the Commission's Complaint. (See Litiga- 
tion Release Nos. 6056, 6857, 6950, 7114 and 7360 and 
Investment Company Act Release Nos. 8751, 8807, 8828, 
8867, 9201 and 9264. 





Litigation Release No. 7729/January 6, 1977 


SEC v. EDWARD WILSON FLETCHER, d/b/a E.B. 
FLETCHER INDEPENDENT OIL OPERATOR 
(N.D. TEX.) (CIVIL ACTION NO. CA3-76-1669G) 


Richard M. Hewitt, Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission, today 
announced that on December 30, 1976, United States District 
Judge Pairick E. Higginbotham, Dallas, Texas, entered an 
Order of Permanent Injunction by Consent enjoining Edward 
Wilson Fletcher, ‘d/b/a E. B. Fletcher Independent Oil Opera- 
tor, Dallas, from further violations of the registration and 
antifraud provisions of the federal securities laws. 


In addition, the Order directs Fletcher to file with the Commis- 
sion a registered rescission offer offering to rescind all sales 
of fractional undivided working interests in oil and gas leases 
issued by Fletcher to purchasers of said securities from 
January 1, 1973 through January 1, 1977. 


Fletcher consented to the entry of the permanent injunction 
without admitting or denying the allegations in the Commis- 
sion’s Complaint, filed on December 30, 1976, in federal 
district court at Dallas. 


The Complaint was based upon violations of the federal 
securities laws by Fletcher in connection with the offer and 
sale of fractional undivided working interests in Texas oil and 
gas leases issued by Fletcher. The Complaint alleges that 
Fletcher made false and misleading statements of material 
facts relating to the anticipated income from investments with 
him, the origin of funds. paid to investors as oil and gas 
production payments, as well as actual production from oil 
and gas wells drilled by him. 





Litigation Release No. 7730/January 6, 1977 


S.E.C. v. J. Lyell Ginter, et al. 
(Dist. of Oregon, Civil Action No. 76-849) 


Jack H. Bookey, Administrator of the Seattle Regional Office 
of the Securities and Exchange Commission, announced 
today that on November 23, 1976 the Honorable James M. 
Burns, U. S. District Court Judge for the District of Oregon, 
issued a Decree of Permanent Injunction against Hazel and 
Herschel Black of Cathedral City, California enjoining them 
from further violations of the registration and anti-fraud provi- 
sions of the federal securities laws. The Blacks consented to 
entry of the injunction without either admitting or denying the 
allegations of a compiaint filed September 24, 1976. 


It was further announced that on December 3, 1976 the 
Honorable Otto R. Skopil, Jr., U. S. District Court Judge for 
the District of Oregon, issued a Decree of Preliminary Injunc- 
tion against J. Lyell Ginter of Bridai Veil, Oregon and Giner 
Corp., an Oregon corporation, enjoining them from further 
violations of the registration and anti-fraud provisions of the 
federal securities laws. Ginter and Ginter Corp. consented to 
entry of the Decree of Preliminary Injunction without admitting 
or denying the allegations of the Commission’s complaint. 


For further information, see Litigation Release No. 7593 
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STAFF ACCOUNT BULLETIN 
Release No. 13, January 4, 1977 


PART 211 - INTERPRETATIVE RELEASES RELATING 7O 
ACCOUNTING MATTERS 


SUBPART 65 - Staff Accounting Builetins 
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Publication of Staff Accounting Bulletin No. 13. 


The Division of Corporation Finance and the Office of the 
Chief Accountant today announced the publication of Staff 
Accounting Bulletin No. 13. The statements in the Bulletin are 
not rules or interpretations of the Commission nor are they 
published as bearing the Commission's official approval; they 
represent interpretations and practices followed by the Divi- 
sion and the Chief Accountant in administering the disclosure 
requirements of the federal securities laws. 


Staff Accounting Bulletin No. 13 deals with the following: 
(1) Changes to Staff Accounting Bulletin No. 6. 
(2) Real estate acquired in settlement of loans. 
(3) Interpretations of ASR No. 177 (interim reporting). 
(4) Interpretations of ASR No. 190 (replacement cost). 


(5) Interpretations of ASR No. 188 (New York City 
securities). 


George A. Fitzsimmons 
Secretary 


January 4, 1977 


CHANGES TO STAFF ACCOUNTING BULLETIN NO. 6 


in SAB No. 6 (which interpreted ASR No. 177), Subsection |, 
item d, the following statement of “Facts” was given: 
‘1, Amendments to Regulation S-X [New Rule 3-16(t)] 
“d. Exemption from Rule 3-16(t) Requirements “Facts 


in ASR No. 177, the Commission has provided ex- 
emptions for certain smaller companies and companies 
whose securities are not widely traded from the disclo- 
sure requirements of Rule 3-16(t). Such exemptions 
are based on the size of the company as measured by 
total assets and net income, as defined, and the extent 
of trading in its securities as measured by whether they 
are listed on a national securities exchange or quoted 
on the National Association of Securities Dealers Auto- 
matic Quotation System and meet the requiremenis for 
continued inclusion on the list of OTC margin stocks 
set forth in Regulation T of the Board of Governors of 
the Federal Reserve System.” 


in Accounting Series Release No. 197 the Commission made 
a technical amendment to § 210.3-16(t). Reference to the 
Federal Reserve System requirements was replaced by the 
direct inclusion of the Federal Reserve criie2, with minor 
changes, to allow the criteria to be considerec independently. 
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For this reason the “Facts” of this item have been changed to 
read as follows: 


Facts: 


In ASR No. 177, the Commission has provided exemptions 
for certain smaller companies and companies whose securi- 
ties are not widely traded from the disclosure requirements of 
§ 210.3-16(t). Such exemptions are based on the size of the 
company as measured by total assets and net income, as 
defined, and the extent of trading in its securities as meas- 
ured by whether they are listed on a national securities 
exchange or quoted on the National Association of Securities 
Dealers Automatic Quotation System and meet the specified 
“actively traded” criteria set forth in the rule. 


In addition to the above change to “Facts,” Questions 4 and 
5 and their related Interpretive Responses are deleted and 
questions 6 and 7 and their related Interpretive Responses 
are renumbered to become questions 4 and 5. 


e. 82-2 & *e 


NEW INTERPRETATIONS 


TOPIC 5: MISCELLANEOUS ACCOUNTING 


~ eke 


|. Real Estate Acquired in Foreclosure, Settlement, etc. 


Facts: 


Bank holding companies often acquire real estate in settle- 
ment of loans through foreclosures, deeds-in-lieu of forecio- 
sure, exchanges, etc. 


Question: 


When such properties are carried in the balance sheet of a 
bank holding company does the staff believe that separate 
disclosure is required? 


Interpretive Response: 


Yes. The staff believes that the carrying value of such real 
estate should be separately shown on the balance sheets of 
bank holding companies. The risks and uncertainties related 
to such properties are generally different from those associ- 
ated with loans and other assets of bank holding companies. 
Furtherrnore, current conditions of the real estate markets 
give cause to investors to be particularly interested in the 
amounts of such real estate in registrant balance sheets. 


TOPIC 6: INTERPRETATIONS OF ACCOUNTING SERIES 
RELEASES 


H. ACCOUNTING SERIES RELEASE NO. 177—Relating to 
Amendment to Form 10-Q and Reguiation S-X Regarding 
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Interim Financial Reporting. 


62% 28 


|. Amendments to Regulation S-X 


{New Rule 3-16(t)] 


a: fe 4 


d. Exemption from Rule 3-16(t) Requirements 


Question 6: 


Should the $200 million total assets and $250,000 net income 
for three years tests be made at the beginning or end of the 
fiscal year? 


Interpretive Response: 


In order to facilitate the engagement of independent account- 
ants to perform a limited review of the quarterly financial 
statements on a timely basis, if desired, the size and income 
tests of Rule 3-16(t) should be applied at the beginning of the 
fiscal year. 


+ eS: ee 


Il. Amendments to Form 10-Q 


* 2 (Me 


f. Reporting Requirements for Accounting Changes 


Facts: 


The registrant makes an accounting change in the fourth 
quarter of its fiscal year. Instruction H(f) to Form 10-Q 
requires that the registrant file a letter from its independent 
accountants stating the preferability of the change in the next 
Form 10-Q. Although not required, the independent account- 
ant’s preferability letter is filed as an exhibit to the registrant's 
annual report on Form 10-K for the fiscal year of the 
accounting change. 


Question 1: 


Must the independent accountant's letter also be filed with the 
first quarter's Form 10-Q in the following year? 


Interpretive Response: 


No. However, if no letter is included with Form 10-K, such 
letter is required to be filed with the next Form 10-Q. 


g. Signatures 
Facts: 


Instruction N to Form 10-Q requires that the report be signed 
on the registrant's behalf by a duly authorized officer of the 
registrant and by the principal financial officer or chief ac- 
counting officer of the registrant. 


Question 1: 
May the form be signed by only one individual? 
Interpretive Response: 


in the case where the principal financial officer or chief 
accounting officer is also duly authorized to sign on behalf of 
the registrant, one signature is acceptable provided that the 
registrant clearly indicates the dual responsibilities of the 
signatory. 


|. ACCOUNTING SERIES RELEASE NO. 190-—-Amend- 
ments to Regulation S-X Requiring Discicsure of Cerlain 
Replacement Cost Data 


~ * & & & 


2. General 


Ce ie, eo ee 


b. Disclosure in Annual Reports to Shareholders 
Question 2: 


Are examples of “generalized” descriptions acceptabie for 
inclusion in annual reports to shareholders available? 


Interpretive Response: 


Two public accounting firms have drafted examples of such 
disclosures which the staff believes are satisfactory. They are 
reproduced below: 


EXAMPLE 1: 


Asset Replacement Cost (Unaudited)—The impact of intia- 
tion on the Company’s production costs was generally 
greater than the corresponding change in the generai price- 
level. However, the Company has historically been abie to 
compensate for cost increases by increasing sales prices in 
an amount sufficient to maintain an approximately constant 
gross profit percentage on sales. 


Replacing items of plant and equipment with assets having 
equivalent productive capacity has usually required a sub- 
stantially greater capital investment than was required to 
purchase the assets which are being replaced. The additional 
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capital investment principally reflects the cumulative impact of 
inflation on the long-lived nature (approximately 10 years for 
machinery and 25 years for buildings) of these assets. 


The Company's annual report on Form 10-K (a copy of which 
is available upon request) contains specific information with 
respect to year-end 1976 replacement cost of inventories and 
productive capacity (generally buildings, machinery, and 
equipment), and the approximate effect which replacement 
cost would have had on the computation of cost of sales and 
depreciation expense for the year. 


EXAMPLE 2: 


General Description of the Impact of Inflation (Unaudited) — 
Although a substantial portion of the dollar increase in 
consolidated net sales is attributable to higher selling prices, 
competitive factors have restricted such price increases to 
amounts which are less than that required to recover escalat- 
ing product costs.‘ As a result, the company has not been 
able to maintain a gross margin percentage in line with the 
levels generally experienced in prior years. When net sales 
are matched with current replacement cost, reported margins 
are further reduced. 


The rapid escalation of product costs is greater than that 
which would have occurred as a result of increases in the 
general level of prices since shortages in the supply of the 
basic raw materials used in production have compounded the 
effects of the general inflationary pressures. 


Although the cumulative impact of inflation over a number of 
years has resulted in higher costs for replacement of existing 
plant and equipment, such inflationary increases have par- 
tially been offset by technological improvements and design 
changes which often result in increasing the productivity of 
the newer asset additions. 


Reference is made to the company’s Annual Report Form 10- 
K (a copy of which is available on request) for additional 
quantitative information with respect to the estimated replace- 
ment cost of inventories and plant equipment at December 
31, 1976, and the related estimated effect of such costs on 
cost of sales and depreciation expense for the year then 
ended. 


Question 3: 


If an annual report contains only a generalized description of 
replacement cost such as the above (with a cross reference 
to the more detailed information contained in the registrant's 
Form 10-K), may the annual report be incorporated by 
reference in a Form S-8 filing or will it be necessary to 
disclose the detailed replacement cost data in the Form S-8? 


interpretive Response: 


Incorporation by reference will be satisfactory. 
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6. Replacement Cost of Productive Capacity 
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e. Financing Leases 
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Facts: 


In November 1976 the Financial Accounting Standards Board 
issued Statement of Financial Accounting Standards No. 
13, “Accounting for Leases” (““SFAS No. 13”). In paragraph 
7 of SFAS No. 13 the FASB lists four criteria for classifying 
leases as capital leases. The third and fourth criteria (i.e., 
75% of economic life and recovery of 90% of fair value) are 
similar but not identical to the SEC’s definition of a financing 
lease for purposes of § 210.3-16(q) of Regulation S-X. 


Question: 


For purposes of complying with § 210.3-17(c) may a regis- 
trant use SFAS No. 13’s definition of a capital lease rather 
than § 210.3-16(q)'s definition of a financing lease? 


Interpretive Response: 


In general, the staff will have no objection if the SFAS No. 13 
definition is employed. Registrants should disclose that the 
SFAS No. 13 definition has been used if the impact on the 
replacement cost data is materially different from that which 
would have resulted had the definition under § 210.3-16(q) 
been used. 


10. Applicability of § 210.3-17 


a. Exemptions 
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Question 3: 


Are the replacement cost disclosures specified in § 210.3- 
17(a) and (b) for inventories and cost of sales of registrants 
involved in extracting and processing minerals required for 
periods ending prior to December 25, 1977, or do they qualify 
for the one year exemption for mineral resource assets? 


Interpretive Response: 
These disclosures do not qualify for the one-year exemption 


and, therefore, are required for periods ending after Decem- 
ber 25, 1976. 




















Question 4: 


How should the depreciation, depletion and amortization 
(DDA) of mineral resource assets be treated in the replace- 
ment cost estimations, when such DDA is included as a 
component of inventories and/or cost of sales? 


Interpretive Response: 


Depreciation, depletion and amortization on a replacement 
cost basis for mineral resource assets is not required for 
fiscal years ending prior to December 25, 1977. Accordingly, 
when depreciation, depletion and amortization of mineral 
resource assets is included as a component of inventories or 
cost of sales, such component may be included in the 
replacement cost data at the historical cost amount. The 
approach used should be explained. 


Question 5: 


Are the disclosures specified in § 210.3-17(a) and (b) re- 
quired when the differences between estimated replacement 
cost of inventories and cost of sales (determined on the basis 
discussed in the interpretive response to Question 4 above) 
and the amounts included in the financial statements are 
immaterial? 


Interpretive Response: 


A statement included in the replacement cost disclosures that 
such differences are immaterial will suffice. 


Question 6: 


Are the disclosures specified in § 210.3-17(a) and (b) re- 
quired for (1) repair parts for mineral resource assets and (2) 
materials and supplies which are included in the current asset 
caption “Inventories” in the balance sheet? 

Interpretive Response: 


The staffs general position is that, unless immaterial, ail 
items included in inventories in the financial statements are 
subject to the replacement cost disclosures. 


See ie 


g. Parent Company Financial Statements 
Question: 


Must replacement cost information be disclosed in parent 
company (unconsolidated) financial statements? 


Interpretive Response: 


If replacement cost information is provided for the consoli- 


dated financial statements, the staff will raise no objection if 
replacement cost information is not provided for the parent 
company financial statements. 
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K. ACCOUNTING SERIES RELEASE NO. 188—Interpretive 
Statements by the Commission on Disclosure by Registrants 
of Holdings of Securities of New York City and Accounting for 
Securities Subject to Exchange Offer and Moratorium 


General Facts: 


Accounting Series Release No. 188 requires registrants who 
hold: 


(1) New York City notes that are in moratorium; 


(2) other securities issued by the City of New York that 
will mature within three years; 


(3) securities of the Municipal Assistance Corporation 
that were issued in exchange for New York City notes 
in moratorium; or 


(4) securities of the Municipal Assistance Corporation 
that were made subject to an agreement modifying 
terms 


to make certain disclosures in notes to financial statements if 
the book value of such securities amounts to more than 10% 
of stockholders’ equity. 


Facts: 


The disclosures required in ASR No. 188 relate to securities 
held at the end of 1975. 


Question: 


Are these disclosures still required? 


Interpretive Response: 


Yes. The Commission is currently considering the responses 
to the rule proposals which were exposed in Release No. 33- 
5668 at the time ASR 188 was released. The disclosures 
called for in ASR No. 188 should be continued until a 
decision on those proposals is reached. 


Registrants are reminded that the securities of other munici- 
palities or states or political subdivisions may also represent 
unusual risks and uncertainties. Significant investments in 
such securities should be disclosed. 
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